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FOREWORD 


This is the thirty-eighth annual Economic and Social Survey of Asia and the Pacific (until 1974 entitled the 
Economic Survey of Asia and the Far East). As in previous years, the Survey 1984 is presented in two parts. Part 
one contains a survey of recent economic and social development in the region in the context of the world economic 
situation. Part two is devoted to an analysis of problems of financing development in the countries of the region. 


The process of world economic recovery which started in 1983, after the worst recession in half a century, now 
appears to have gained considerable momentum. Some persistent concern about the strength and universality of the 
recovery notwithstanding, the international environment in the short term seems significantly less harsh than in the 
early 1980s. However, the recession has left some undesirable imprints yet to be effaced. Restrictions to the free 
flow of world trade continue, real interest rates in world capital markets remain high in spite of slight declines very 
recently and sluggishness in the demand for primary commodities persists. In addition, the net inflow of external 
resources to developing countries from both official and private sources has declined or stagnated. Despite these 
problems, developing economies of the region have continued to achieve relatively robust rates of economic growth. 
Economies in which exports of manufactures were an important component of final demand were buoyed up by the 
rise in demand abroad; a rise in output in the agricultural sector, favoured by good weather, helped others. But, 
skilful economic management as reflected in fiscal prudence, monetary restraint and flexibility in responding to 
volatile external conditions appeared to be the more significant factor in the reasonably good economic performarice 
in the region. The economies which fared less well were those heavily dependent on primary commodity exports, 
the least developed countries and the island countries in the Pacific subregion. For improved performance in the 
economies of these countries, larger external assistance on suitable terms remains an urgent necessity. 


In the aftermath of the recession, financing development has emerged as a critical problem in all developing 
countries. With the flow of external resources slackening and external debt burdens increasing, the task of mobiliz- 
ing domestic resources has become formidable, but all the more necessary. The developing countries of this region 
have quickly recognized the nature of the emerging problems and initiated various remedial measures. These include 
policies for the development of the financial sector with reforms in interest rate regimes, financial institutions and 
fiscal incentives. Governments also have undertaken measures to raise government revenue and better control 
government expenditure as well as to improve efficiency in public enterprises. The analysis in part two, while 
examining these and other reforms, seeks to identify areas for further improvement. In addition, the analysis points 
to the need for increasing the flow of resources to developing countries of the region to complement their efforts in 
mobilizing domestic resources. 


Like previous Surveys, this issue is published on the sole responsibility of the secretariat. The views expressed 
do not necessarily reflect those of the Commission or of the Governments of its members and associate members. 


. ; ‘ rene 


S.A.M.S. Kibria 
Executive Secretary 
ESCAP 


January 1985 
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EXPLANATORY NOTE 


The term “ESCAP region” is used in the present issue of the Survey to include Afghanistan, Australia, Bangladesh, Bhutai 
Brunei Darussalam, Burma, China, Cook Islands, Democratic Kampuchea, Fiji, Guam, Hong Kong, India, Indonesia, the Islam) 
Republic of Iran, Japan, Kiribati, the Lao People’s Democratic Republic, Malaysia, Maldives, Mongolia, Nauru, Nepal, New Zealan: 
Niue, Pakistan, Papua New Guinea, the Philippines, the Republic of Korea, Samoa, Singapore, Solomon Islands, Sri Lanka, Thailan, 
Tonga, Trust Territory of the Pacific Islands, Tuvalu, Vanuatu and Viet Nam. The term “developing ESCAP region” excludes Austr) 
lia, Japan and New Zealand. 


The designations employed in this publication do not imply the expression of any opinion whatsoever on the part of the Seer} 
tariat of the United Nations concerning the legal status of any country or territory or of its authorities, or concerning the delimit 
tion of its frontiers. 

Figures relating to national accounts and public finance are on a fiscal year basis and are assigned to the calendar year whid 
covers the major part or second half of the fiscal year. 

Reference to “tons” indicates metric tons. 

Values are in United States dollars unless specified otherwise. ; | 

The term “billion” signifies a thousand million. } 

In the tables, three dots (.. .) indicate that data are not available or are not separately reported, a dash (—) indicates that th 
amount is nil or negligible, and a blank indicates that the item is not applicable. 

In dates, a hyphen (-) is used to signify the full period involved, including the beginning and end years, and a stroke (/) indicate 
a crop year, a fiscal year or plan year. The fiscal years, currencies and 1984 exchange rates of the ESCAP countries are listed in th. 
following table: ‘| 


po 2 eee 


Mid-point rate of 
Country or area Fiscal year Currency and abbreviation exchange for $US . 

as of June 1984 | 
Afchanistanwgaas coca 21 March to 20 March Afghani (Af) 50.600 || 
BAUStraliaw Sick, « miuchettueton eee 1 July to 30 June Australian dollar ($A) 1.161 a 
Baneladeshweccuk, shies choos kemeremene 1 July to 30 June Taka (Tk) 25.200 
IRMER Ls fates ono 01 enyo.0 germans Duaen 1 April to 31 March Ngultrum (Nu) 11.186 | 
Brunet Darussalam >. < 2)... <te's oe 1 January to 31 December Brunei dollar ($Br) 2.133 by 
Burmas esc eet ue a eeuotekes 1 April to 31 March Kyat (K) 8.353 : 
Chinauah ecu acral earned oon ack we 1 January to 31 December Yuan renminbi (YRMB) 2.247 | 
GookMslands= 204) «us vcresiatene ls: aie es 1 April to 31 March New Zealand dollar ($NZ) 1.573 ae 
Democratic Kampuchea ....... 1 January to 31 December Riel (KR) 0 I | 
Fiji: 295 esr cst ae ace. ore 1 January to 31 December Fijian dollar ($F) 1.073 : 
(CRE oe GO.F MOO Ooo one 6 50 1 October to 30 September United States dollar ($US) 1.000 | 
Hong. Kongascccctccu mein seem nets 1 April to 31 March Hong Kong dollar ($HK) 7.827 @&l 
India... 4: Erk eee 1 April to 31 March Rupee (Rs) 11.186 8} 
Indonesia. Sie.dere case eee cee eho 1 April to 31 March Rupiah (Rp) 1014.000 
Iran, Islamic Republicof ....... 21 March to 20 March Rial (Rls) 89.507 i 
Japan eons ny aes eee eee 1 April to 31 March Yen (Y) 237.500 & 
Kirtbatt is, 5 hsae Suewey cease oheusie 1 July to 30 June Australian dollar ($A) 1.161 
Lao People’s Democratic Republic . 1 July to 30 June New Kip (NK) 35.000 
Malaysias 2 fiichaccksden oe aioreeraeeus 1 January to 31 December Ringgit ($M) 2.319 
Maldives: \o%. Satate sun gustants a son 1 October to 30 September Rufiyaa (Mal Rf) 7.050 
Mongolia atsusn to eben: seem eeteny 1 January to 31 December Tughrik (Tug) 3.410 
INQUTU <i oo oa teleosts Reiss aes 1 July to 30 June Australian dollar ($A) 1.161 
ING Pali siedcxo oyteh,sctusr ch Rela ace ee 16 July to 15 July Rupee (NRs) 16.400 
Ne Wa Zealand’: vis cist steve newt tenes obs 1 April to 31 March New Zealand dollar ($NZ) 1.573 
Pakistan esgrastc center sicte ant ae sramelee ne 1 July to 30 June Rupee (PRs) 13.980 
PapuavNew. Guinea sia. ce see es 1 January to 31 December Kina (K) 0.891 
Philippines) seercwenen ss su6 cheney aie 1 January to 31 December Peso (P) 18.002 
RepubliciofiKoreal sua) sees ee sies 1 January to 31 December Won (W) 803.400 
Samoa’. rein tne, ct Caan tae 1 January to 31 December Tala ($WS) 1.743 
Singapore oes os cay eects cry its ole Ae 1 April to 31 March Singapore dollar ($S) 2.133 
Solomon Islands. 77.0% 5 xenon 1 January to 31 December Solomon Islands dollar ($SI) 1.281 
SH Pankae <2 oj. cans aismel oy ieee 1 January to 31 December Rupee (SLRs) 25.170 
ARH aT ad ee ewe roe a ere Ras eee 1 October to 30 September Baht (B) 23.000 
TONE A aes yaene se ee ens Mats Ge 1 July to 30June © Pa’anga (P) 1.158 
Puvalucee s S81 or we weer e, etcwed cares 1 January to 31 December Australian dollar ($A) 1.161 ‘ 
Varlatuda Jon «euctal tsiokann osnelnens 1 January to 31 December Vatu (VT) 94.5 : 
Viet: Nani... os cues neeeme ine tema oviace 1 January to 31 December Dong 10.06 


Sources: United Nations, Monthly Bulletin of Statistics, various issues; International Monetary Fund, Jnternational Financiail 
Statistics, various issues; and national sources. 
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Part One 


RECENT ECONOMIC AND SOCIAL DEVELOPMENTS 


é 


IN THE WORLD ECONOMY 


A. MACRO-ECONOMIC TRENDS 


1. Developed countries 


he economic recovery that 

had already taken firm hold in 
the United States of America by the 
end of 1983 gained further momen- 
tum in 1984 and spread its effects, 
if unevenly, over the rest of the 
world. Growth in the gross 
national product (GNP) of the 
United States, Canada, Japan and 
the United Kingdom of Great Bri- 
tain and Northern Ireland, exceeded 
3 per cent in 1983. Nevertheless, 
the pace of recovery among other 
developed countries was generally 
much slower, especially in com- 
parison with the upswing following 
the previous recession. Disparities 
in growth rates between the United 
States and the rest of the developed 
world seemed to have widened 
further in 1984, despite a con- 
siderable slowing down of the 
United States economy in the 
second half of 1984. 

A number of reasons account 
for the slower pace of recovery in 
most of the European countries in 
1983-1984. First, since the share 
of the United States market in the 

‘total exports of most European 
economies was relatively small 
(about 7 per cent), they did not 
benefit from the surge in the 
import demand of the United 
States to the same extent as Canada 
and Japan. Secondly, these coun- 
tries had much closer links with 
developing countries, particularly 
oil exporters, and were adversely 


affected by the sharp downturn in 
economic activity in the latter, 
which did not get reversed by the 
United States recovery. Thirdly, 
the macro-economic policies in 
most of the European developed 
countries remained constrained by 
the effects of certain features of the 
United States recovery and the 
macro-economic policies pursued to 
promote it. 

The sources of demand in the 
United States economy, which were 
initially restricted rather narrowly 
to a revival of consumer expendi- 
ture and a shift toward a reversal in 
the inventory cycle, broadened 
to include investment. Despite 
continuing high rates of interest, in- 
vestment demand has shown con- 
siderable buoyancy, due largely to 
fiscal incentives and a need to 
replace obsolescent capital stock to 
satisfy a changing structure of final 


demand. Fixed investment — 
including residential construction — 


accounted for 44 per cent of the 
increase in final demand during 
1983. This remarkable  per- 
formance, in contrast with that in 
1982 and in the face of continuing 
high rates of interest, was made 
possible by recent fiscal measures, 


including the treatment of interest 
expenses as tax deductible, which 


substantially increased the after-tax 
real rates of return on investment. 
Both the growing federal bud- 
get deficit (of about $175 billion) 
and the deficit on the current 
account in the balance of payments 
(which rose to $40 billion in 1983 
and was expected to reach $73 bil- 


I. RECOVERY AND PERSISTENT PROBLEMS 


lion in 1984 and widen further in 
1985) have raised misgivings about 
the sustainability of the United 
States recovery and its “locomotive 
effect” on the world economy. 
Undoubtedly, both deficits have 
some favourable effects on the 
world economy by providing larger 
markets for the exports of other 
countries. To the extent that the 


United States is able to finance a 
larger current account deficit, it 


provides an opportunity for other 
countries to export more. Large 
budget deficits stimulate external 
demand directly, and by keeping 
interest rates high, raise the value of 
the dollar to make exports of other 
countries cheaper in the United 
States. 

But while the deficit on cur- 
rent account in the balance of 
payments of the United States itself 
is not a major source of worry for 
the world economy, it does raise 
two related concerns. First, the 
financing of the deficit requires a 
massive inflow of foreign capital, 
which has reversed the role of 
the United States from that of a 
major supplier of capital to the rest 
of the world to that of a major 
recipient of it. A most striking 
feature of the United States capital 
account in 1983 was the turnabout 
in banking flows, from a net out- 
flow of $45.1 billion in 1982 to a 
net inflow of $26.3 billion in 
1983 — financing nearly two thirds 
of the current account deficit. 

1 Bank for International Settle- 


ments, Fifty-fourth Annual Report 
(Basle, 1984), p. 87. 


Thus, there has been a diversion 
away from the financing of invest- 
ment funds in other-countries, and 
the United States has been able to 
avoid “crowding out” in its own 
capital markets despite the large 
fiscal deficit. 

A second related concern, 
which has created some difficulties 
in speeding up the recovery in the 
developed countries other than the 
United States, has been the growing 
strength of the United States dollar. 
Between the third quarter of 1980 
and the fourth quarter of 1983, the 
real effective exchange rate of the 
United States dollar rose by 44 per 
cent, including a 5 per cent appre- 
ciation during 1983.? 

The appreciation of the United 
States dollar in the face of widening 
current account deficits is a phe- 
nomenon that cannot be _ ex- 
plained without reference to the 
special role the United States has 
come to play in the world economy 
in recent years. The demand for its 
currency is determined not only by 
current account transactions but 
also by its role as areserve currency, 
which is used as a medium of 
exchange for transactions among 
other countries. Moreover, the 
strength of its recent economic 
performance, the favourable ex- 
pectations about inflation, the 
differentials in interest rates, as well 
as perceptions of safety, induce 
large movements of capital into the 
United States, which help to shore 
up the value of the dollar. The 
situation is quite unlike that in the 
middle and late 1970s, when large 
current account deficits in the 
United States led to an erosion of 
confidence in its economy and to 
outflows of short-term capital and a 
steady decline in the value of the 
dollar. 

Although a strong dollar pro- 
vides a stimulus to exports from 


2 IMF, World Economic Outlook, 
Occasional paper 27 (Washington, D.C., 
April 1984), p. 81. 


2 


other Organisation for Economic 
Co-operation and Development 
(OECD) countries, it makes dollar 
—denominated imports, such as 
oil, and debt service payments 
more expensive in domestic curren- 
cies. The appreciation of the 
dollar has also led to increasingly 
strong protectionist pressures 
in the United States, as imports 
grow at high rates. These pressures 
are unlikely to be easily removed 
even if the dollar depreciates. Al- 
though it is debatable whether the 
appreciation of the dollar and the 
accompanying capital inflows into 
the United States are a cause ora 
consequence of the slower growth 
of other developed countries, there 
is little doubt that there is a need 
for greater co-ordination of macro- 
economic policies in the developed 
countries, especially the United 
States and Europe, to avoid such a 
lopsided pattern of growth as had 
emerged in 1983-1984.° 

The external disequilibrium in 
the United States economy is also 
the result of the imbalance between 
domestic savings and investment in 
the United States. Unless the 
imbalance is corrected, by reducing 
the fiscal deficit, the brunt of the 
adjustment will have to be through 
a reduction in private investment, 
for which it may be necessary to 
raise interest rates. The consequent 
reduction in the deficit on the cur- 
rent account in the balance of pay- 
ments will result primarily from a 
compression of United States 
import demand, with unfavourable 
effects on the demand for exports 


3 For two very insightful analyses 
of the differences in the policies and 
patterns of economic recovery between 
the United States and the rest of the 
developed world, see, J. Tobin, “Impasse 
of the 1980s: Locomotives who can’t or 
won’t”, The World Economy (Oxford), 
vol. 7, No. 1, 1984 and Lawrence R. 
Klein, “Diversity in world economic 
trends”, keynote address delivered at the 
Regional Seminar on an _ Interlinked 
Country Model System, third session, 
20-22 September 1984, Bangkok. 


of its trading partners and their 
economic recovery. The deficits in 
the fiscal budget and on current 
account in the balance of payments 
of the United States are inex- 
tricably linked. A decline in the 
United States budget deficit, 
accompanied by a fall in interest 
rates, will bring down the value of 
the United States dollar to a more 
realistic level and will allow the 
steady expansion of demand for 
United States exports, providing a 
more sustainable basis for the 
country’s recovery. A cheaper 
dollar would provide considerable 
relief from the debt service pay- 
ments of middle-income debtor 
countries and permit other devel- 
oped economies to adopt expan- 
sionary fiscal and monetary policies 
with price stability. 

Among other notable features 
of the recovery in the developed 
countries was the continuing ad- 
vance towards price stability — an 
objective that has been pursued 
by most countries with unrelenting 
zeal since 1980. By the spring of 
1984, inflation rates were in single 
digit figures in 17 out of the 24 
OECD countries and lower than in 
any year since the first oil shock in 
nine countries, including five of the 
seven major countries. The 5 per 
cent average inflation rate for the 
member countries of OECD as a 
whole was also the lowest since 
1972. While the present recovery is 
weak in some other aspects, especi- 
ally in its spread, it has reversed the 
tendency, in evidence since 1960, 
of successive recoveries starting 
from a higher inflation rate than 
the previous one. The United 
States inflation rate during 1983 
was half those in Western Europe. 
The variation in the rates of 
inflation in Europe was rather 
wide — although even those with 
persistently high rates of price in- 
creases achieved some success in 
reducing inflation. The persistence 
of most countries with anti- 
inflationary policies, despite high 
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igure I.1. Selected OECD countries. Growth rates of GNP/GDP and unemployment rates, 1981-1983 
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short-run costs in terms of unem- 
ployment and forgone output, 
appears to have paid off. Restric- 
tive monetary policies have led to 
wage restraint and price stability. 
These, in turn, have resulted in 
productivity gains and substantial 
increases in the profit rate, 
encouraging investment and output 
growth. 

Unemployment in most devel- 
Oped countries, especially in 
Europe, continued to be high and 
moved upwards in 1983. However, 
in the United States, where the 
recovery was strongest, unemploy- 
ment rates have shown signs of 
abatement since the latter half of 
1983 (Figure I.1). In developed 
economies high rates of unemploy- 
ment, along with large unutilized 
capacity in industry, represent a 
jsubstantial slackening in the use of 


resources. High and persistent un- 


employment rates in Europe, in 
contrast to those in the United 
States, are also partly a reflection 
of a more contractionary fiscal po- 
licy stance in the former than in the 
latter. There is increasing evidence 
that at least part of the unemploy- 
ment in developed economies will 
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Australia Australia 


disappear in response to a stimulus 
in aggregate demand. 

The macro-economic policies 
followed by the developed coun- 
tries to hasten the pace of recovery 
from the prolonged recession and 
to maintain the recovery’s momen- 
tum are not a matter of indif- 
ference to the developing countries. 
Being part of an interdependent 
world economy, in which the devel- 
oped countries exercise a con- 
siderable leverage, they have to be 
continually watchful of the 
emerging trends in the latter, in 
order to adapt themselves so as 
to limit damage or enhance gains as 
the situation may demand. Certain 
combinations of particularly un- 
favourable performance and 
policies in the developed countries 
can, however, leave little room for 
such manoeuvre. During the first 
half of this decade, most developing 
countries found themselves out- 
manoeuvred in this way; only a few 
that gave sufficient attention to 
appropriate policies of domestic 
reform and made a vigilant effort 
to preserve their competitive posi- 
tion in an unfavourable and volatile 
external environment have managed 


Japan 


Federal United United States 
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to do well. 


2. Developing countries 


Exogenous impulses to growth 
in developing countries remained 
weak in 1983 for the third year in 
succession. The weighted average 
rate of real gross domestic product 
(GDP) growth for all developing 
countries in 1983 was 0.8 per cent 
compared with almost complete 
stagnation in 1982. 

Within this general picture of 
low growth rates, there was consid- 
erable variation in the economic 
performance of developing coun- 
tries. The non-oil developing coun- 
tries, which constituted the bulk of 
developing countries both in 
population and income, performed 
relatively better on the whole. 
Within this group, the performance 
of certain sub-categories has been 
markedly better than that of others 
(Table I.1). The quite uncharac- 
teristically high growth rates 
of low-income countries* and of 


According to IMF’s definition, 
these are countries whose per capita 
GDP did not exceed the equivalent of 
$350 in 1978 prices. 


Table I.1. Developing countries. Changes in output, 1967-1983 


(Percentages) 
Average Change from preceding year 
1967-1976" 
1977 1978 1979 1980 1981 1982 198. 
Developing countries Shi 5.8 SES) 4.8 3.5 ikp 0.2 08 
Oil exporting countries” 7.0 6.3 2.3 3.7. 200) 2410 oa 14 
Non-oil developing countries i 
By analytical group j 
Weighted averages” 
Net oil exporters 6.8 3.6 6.1 7.6 sd 6.6 ick - 1.5) 
Net oil importers 5.4 Shi 6.4 4.7 4.7 Dee 1.6 2.2%) 
Major exporters of manufactures 6.9 SF? 4.7 6.4 4.5 0.1 0.3 - 0.1) 
Low-income countries 3.8 6.6 9.0 She 6.0 4.3 4.3 6.1) 
Excluding China and India 3.6 3.6 5.4 2d 3.4 3.4 3.8 2.6) 
Other net oil importers 5.1 G0 en 256 3.6 3.2 3.1 0.4 1d} 
By area 
Weighted averages” : 
Africa (excluding South Africa) 4.8 2 FAS De? 3.0 1.8 1.2 0.1 : 
Asia $5.0 7.3 9.8 4.7 5.4 Sat 4.5 6.55 
Europe 5.5 5.4 5.4 3.9 WS 2.3 2.4 0.6 
Middle East 5.6 4.3 7.4 4.3 6.8 5.4 3.4 4.2. 


Western Hemisphere 6.6 5.0 4.2 6.7 6.1 0.2 - 1.6 - 2.3) 


Source: IMF, Annual Report 1984 (Washington, D.C., 1984), p. 10. 


2 Compound annual rate of change. Excluding China. b Arithmetic averages of country growth rates weighted by the average” 
United States dollar value of GDP over the preceding three years. 
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countries and net oil exporters® 


Asia (6.1 and 6.5, respectively) 
in 1983 were largely the product 
of high growth in China, where 
the impact of recent economic 
reforms had begun to pay good 
dividends, and India, where the 
economy rebounded after two 
years of drought-affected agricul- 
tural stagnation. Excluding China 
and India, the growth rate of low- 
income countries was only 2.6 per 
cent or barely sufficient to prevent 
a fall in per capita income. 

Among the developing coun- 
try subgroups whose GDP growth 
declined or remained stagnant in 
1983, the most prominent were the 
heavily indebted nations of Latin 
America, where real GDP declined 
by 2.3 per cent, more sharply 
than in 1982. In both oil-exporting 
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among the non-oil developing coun- 
tries, real GDP declined in 1983 by 
1.1 and 1.5 per cent respectively. 
Many of these were in Latin 
America. The growth rate in 
Western Asia, despite the weakness 
of the oil sector, was reasonably 
high at 4.2 per cent. The perform- 
ance of major exporters of manu- 
factures, a category in which both 
Latin American and Asian econ- 
omies were about equally repre- 
sented, was also weighted down 


5 These countries are defined as 
those “whose oil exports exceeded 
their oil imports” and included such 
countries as Malaysia, Mexico, Egypt 
and Gabon. For details see; IMF, 
World Economic Outlook, Occasional 
paper 27, Statistical Appendix, pp. 167- 
168. 


considerably by slow growth in 
Latin American countries. The- 
middle-income exporters of man-— 
ufactures in East Asia registered - 
increases in growth rates, despite — 
the continuing effects of the 
recession on the demand for 
their exports (Figure 1.2). After 

Latin America the region in which 

growth was most adversely affected 

in 1983 was Africa, where real GDP — 
stagnated. This was largely due 
to a severe drought in sub-Saharan 
Africa. The effect of economic — 
recovery in the developed countries — 
did not help the region much, while 
the stagnation of official develop-— 
ment assistance (ODA) and reduced — 
access to private capital markets — 
resulted in the contraction of the 
volume of imports, with a con- 
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sequential decline in the utilization 
of capacity and the growth of 
output (Box I.1). 

The situation in Latin America 
caused anxiety and concern far 
beyond that region. It was a pre- 
dicament that no other region of 
the world, developed or developing, 
had found itself in since the 1930s 
and that posed a serious threat to 
the existing fabric of trading and 
_ financial relationships. The debt 
crisis became so widespread that it 
engulfed almost all countries of the 
region and seriously strained the 
capacity of the existing institutions 
to provide even temporary relief. 
Since the crisis became acute three 
years ago, 16 out of the 28 coun- 
tries in Latin America have resorted 


to the International Monetary Fund 
(IMF) for assistance, while 14 have 
had formal rescheduling agreements 
with their creditors, and many 
others are expected to enter similar 
agreements in the coming months. 
As these agreements have been 
accompanied by the adoption of 
strict programmes of domestic ad- 
justment in order to restore inter- 
national liquidity, they have 
brought in, their wake — sharp 
declines in investment, output and 
employment. The adjustments in 
1983 were much greater than in 
1982 and converted the region’s 
1981 trade deficit of $1.6 billion 
to an unprecedented trade surplus 
of $31.2 billion in 1983, or 4 per 
cent of the GDP in that year. This 


massive trade surplus, which is 
double the level achieved in 1982, 
was brought about principally 
through a sharp reduction in 
imports, which fell in 1983 to half 
their level in 1981. Although 
exports increased as a result of 
massive devaluations carried out in 
most countries,  intraregional 
exports, which had grown rapidly 
in the 1970s, became the chief 
victim of import reductions. 

The worsening external envi- 
ronment confronting most develop- 
ing countries during the last few 
years has had the indirect effect of 
forcing them to take a careful look 
at their domestic economic policies 
at both the macro-economic and 
sectoral levels in order to use 
the available resources in the most 
efficient manner. Many countries 
were forced to do so to satisfy 
international financial institutions, 
donors and lenders as part of debt 
rescheduling arrangements, or for 
acquiring access to greater external 
resources. Others were prudent 
enough to take anticipatory action 
to avoid future difficulties — not 
only with external donors but also 
domestic constituencies. In general, 
the capacities of most developing 
countries for contractionary adjust- 
ment have become overstrained and 
may be fast approaching their 
feasible political and social limits. 
Hence, there is little ground for 
assuming an infinite capacity for 
adjustment in developing countries. 

A major concern of policy 
makers in most developing coun- 
tries has been to restrict inflation 
rates to reasonable levels in 
order to provide an environment 
for stable growth. Owing to 
institutional and structural reasons, 
the developing countries, especially 
in the western hemisphere, have 
not been able to achieve the same 
degree of success as the developed 
countries in recent years. During 
1983, owing to devaluations in a 
number of developing countries to 
effect adjustments in their balance 
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Box I.1. Diversity in growth experience during recession 


and recovery 


Developing countries in all 
regions, at different times, fell victim 
to the prolonged recession in devel- 
oped countries, which started in late 
1979 and began to taper off in 1983. 
The impact on the developing coun- 
tries also varied in intensity. The same 
unevenness has characterized the 
patterns of growth during the recovery 
in developed countries. 

The differences, both during the 
recession and during the emergence 
from it, have a somewhat systematic 
pattern, although it is not easy to iden- 
tify the causal factors without detailed 
research. While the vicissitudes of the 
international economic environment 
since 1980 have affected some regions 
more seriously than others, a number 
of countries within each region have 
been affected much worse than others. 

While the growth rate in the 
South and East Asian subregions was 
marginally higher than in the other 
developing regions (see accompanying 
table) in the second half of the 1970s, 
such differences became more pro- 
nounced during 1980-1983. The 
annual rate of growth of output of the 
developing countries of other major 
developing regions declined to well 
below 1 per cent during 1980-1983, 
while that of the two Asian subregions 
was still above 5 per cent. 

In the second half of the 1970s, 
a number of factors, including higher 
export earnings and remittances from 
Western Asia and better performance 
in the agriculture sector, especially in 
the South Asian countries, helped to 
generate relatively high growth rates 
in the countries of the ESCAP region. 
The reasons for the relatively smaller 
deceleration in the rate of growth of 
Asian countries in the 1980-1983 
period were partly related to the 
continuation of the growth impulses 
that accelerated the momentum of 
growth in the second half of the 
1970s. In addition, partly because of 
severe restraints on the availability of 
foreign exchange in these economies, 
most countries in this region carried 
out the restructuring of their economies 
and effected domestic adjustment 
policies that improved their capacity to 
withstand the force of the world 
recession. For example, during 1981 
and 1982 when both world trade and 
trade among developing countries were 


Developing countries. Average annual rate of growth in GDP, 1976-1985 


(Percentages) 
1976-1979 1980-198F 1984-1 985° 
Africa 5.0 0.6 PAS) 
Latin America ; 5.2 0.4 3.0 
South and East Asia 3.9 5.3 5.5 
West Asia Sy -1.9 4.0 
Developing countries SPS) 1.3 SES) 


Source: World Economic Survey 1984 (United Nations publication, Sales No. 


E.84.11.C.1), p. 4, Table 1-2. 


4 Preliminary estimate for 1983. b Forecasts. 


declining, intraregional trade in the 
ESCAP region grew at the remarkably 
high rates of about 9.4 and 3.4 per cent 
respectively. Asiari countries also 
increased their share of total exports to 
other developing regions, especially 
Western Asia where, besides India and 
Pakistan, the Republic of Korea, 
Singapore, Sri Lanka and Thailand 
have made substantial gainsin markets.” 
It is noteworthy that neither economic 
resilience nor the significance of these 
factors was uniformly pervasive among 
the economies of the ESCAP region. 

The sudden and sharp fall in rates 
of growth in the other three regions 
was largely due to special problems 
that they faced. In Africa, drought in 
the sub-Saharan subregion and the 
much larger impact of the fall in 
commodity prices affected the growth 
tate adversely during the period. In 
West Asia, the fall in prices and output 
of oil resulted in negative growth 
rates. In Latin America, the main 
reasons were the increasingly large debt 
repayments and the squeeze on lending 
by commercial banks, which suddenly 
forced ches? economies to reduce levels 
of imports. 


2 Economic and Social Survey of 
Asia and the Pacific 1983 (United 
Nations publication, Sales No. E.84. 
ILF.1), p. 152. 


b For a somewhat detailed 
examination of some of these issues, 
see, “Economic performance and 
policies in ESCAP countries during the 
recession 1980-1983: a proposal for 
research” (E/ESCAP/DP.5/3), 18 
October 1984. 


The pattern of recovery in 1983- 
1984 in the developed countries has 
also been uneven, North America and 
Japan growing at high rates, with the 
EEC countries lagging considerably 
behind. Among the developing 
regions, while most of the economies 
of the ESCAP region have resumed their 
growth momentum, other regions are 
still saddled with problems that do not 
permit them to take full advantage of 
the recovery in the developed world. 
The African countries are still in the 
grip of a serious drought, and the weak 
recovery in Europe has not been suffi- 
cient to bring about an upturn in the 
prices of their commodity exports. 
Neither have conditions in oil markets 
and debt problems changed sufficiently 
to permit West Asian and Latin 
American countries to resume their 
past growth trends. 


In view of the fiscal discipline and 
skilful economic management exercised 
in several countries of the ESCAP 
region and persistent high growth 
in agriculture expected in the two of 
its largest economies, continued strong 
economic performance in the region as 
a whole can be expected in 1984- 
1985. However, expanding trade 
opportunities, especially for manufac- 
tured exports, are very important for 
the sustained rapid growth of a num- 
ber of Asian economies. Moreover, 
the region’s least developed countries 
may continue to perform poorly unless 
international support measures are 
implemented with a view to changing 
the structure of their economies, 
especially by improving their infra- 
structure. 


_ initiated 


of payments, inflationary pressures 
rose, especially in Latin America. 


Many developing countries also 
long-term structural 
reforms to enable greater mobiliza- 


tion and more efficient allocation 
of their resources. 


In the context 
of the need to service their external 


debt, they were forced to adopt 


policies to ensure more competitive 
exports. Among the most impor- 


tant of such policies were those 


relating to pricing and subsidies, 
public enterprise management, the 
rationalization of tariff structures 
and appropriate interest rate 
policies. 

As part of their continuing 
efforts to improve the current 
account in the balance of payments, 


developing countries have tried to 


adopt realistic foreign exchange 
policies so as to provide the neces- 
sary incentives for exports and 
import substitution. An appro- 
priate exchange rate also helps to 
achieve a better allocation of 
resources, especially capital. 

In 1983, as in the preceding 
year, real effective exchange rates 
of non-oil developing countries 
tended, in general, to depreciate. 
The depreciation in the real effec- 
tive exchange rate was the highest 
for the exporters of manufactures 
— over 12 per cent. The real 
effective exchange rate of oil 
exporting countries _ generally 
appreciated, while those of low- 
income countries depreciated 
slightly. The real effective ex- 
change rates of most primary 
producing countries also declined 
substantially. 

There is some danger, however, 


that developing countries may have 


used competitive depreciation to 
the detriment of their collective 
interest, especially in respect of 
primary commodities. The aggre- 
gate demand for such commodities 
is largely dependent on growth in 
industrial countries, and a simul- 
taneous depreciation of exchange 
tates may prove self-defeating, 


causing only a decline in the terms 
of trade without a significant rise in 
export earnings. This may partly 
explain why the prices of primary 
commodities did not rise apprecia- 
bly during the recovery in industrial 
economies (see p. 11). In fact, non- 
food commodity prices declined in 
1984, despite an acceleration of 
growth in industrial countries. 


3. Future prospects 


The rate of growth of the 
world economy has been forecast 
to attain high levels in 1984. Fore- 
casts for 1984 prepared by a num- 
ber of international organizations, 
such as IMF, the World Bank, the 
United Nations Department of 
International Economic and Social 
Affairs, OECD and the LINK Pro- 


ject,® have been repeatedly revised 
and have sometimes varied con- 
siderably, though within a narrow 
range. The forecasts in Table I.2 
are the latest available and are 
likely to be revised further as more 
definitive information about 
current performance becomes 
available and the forecasters’ per- 


Project LINK (on Line Key) is a 
co-operative, international study group, 
directed by Professor Lawrence R. Klein, 
involving academic research institutions 
and several international organizations, 
including those belonging to the United 
Nations system. It uses for purposes of 
macro-economic forecasting an integrated 
system of individual country (mainly 
OECD and the Council for Mutual 
Economic Assistance (CMEA) countries) 
and regional (Asia, Africa, Latin America) 
models. These models are linked into a 
common system which covers the whole 
world and a large number of commodity 
markets. 


Table 1.2. World summary and tentative forecasts of economic activity, 


1976-1980 and 1983-1985 4 
(Real GDP growth rates) 


World? 
Developed market economies” d 
North America? 
European Economi¢ Community 
(EEC) countries 
J apan? 
Total developing countries? 
Developing countries (non-oill)? 
Africa 
Asia 
South Asia 
East Asia 
Latin America 
Middle East® 
Centrally planned economies!" i 
China 


1976-1980 1983 


1984 1985 


4.0 ay 4.7 (4.3) 3.6 
3.5 2.4 51 (47) wad 
3.6 3.6 700) amnacd 
3.0 1.0 PO OMS oe 9 
5.1 3.0 4.8 3.4 
5.0 -0.4 3.2 3.7 
0.5 3.3 3.8 
44 =O;3: 2.3 2) 
6.0 Se STO sari 
4.0 5.2 5.2 5.2 
8.2 5.6 5.9 4.8 
5.2 ae 1.6° 2.6 
5.6 -2.6 1.8 2.9 
4.6 Ase? 18 4i5e 4a” 
6.0 8.55 8.9 7 


4 Based on United Nations, Department of International Economic and Social 
Affairs forecasts, Project LINK forecasts and secretariat calculations. The cut-off date 


for information used in the compilation of this table is 5 November 1984. 


LINK forecasts. 
casts. 


product. 


Project 


Department of International Economic and Social Affairs fore- 
@ 44 LINK industrial countries. © 9 LINK EEC countries, f 
countries of Asia. & Oil exporters of Middle East. 


Non-oil exporting 
Including China. ! Net material 


ceptions about the future change. 


The broad trends in world 
economic growth between 1983 
and 1984 are not expected to have 
changed much. The recovery in 
North America (especially the 
United States) was much stronger 
in 1984, especially in the first half, 
than in the previous year, raising 
the growth rate of - developed 
market economies as a whole to 
5.1 per cent — despite continuing 
weakness in European growth. 
Japan’s growth rate was only 
slightly below the developed 
country average but more than 
double that of Europe. The growth 
of developing countries in Africa and 
Latin America where growth rates 
of output had fallen precipitously 
in the two preceding years, was 
expected to recover somewhat, on 
average, in 1984. Growth in Asia, 
including China, has continued to 
be strong and is expected to have 
shown further improvement be- 
tween 1983 and 1984. On the 
whole, trends of output in 1984 
dispelled some of the gloom that 
was pervasive in 1982 and in the 
early part of 1983. 


The forecasts for 1985 are, 
however, unlikely to generate 
much optimism regarding growth.’ 
Aiter a strong recovery in 1984, the 
United States economy is expected 
to slow down in the next two years, 
although forecasts differ about the 
precise extent of such slow-down. 
Growth rates of most other 
industrial economies, including 


Japan, are forecast to remain 
unchanged or fall slightly. The rate 
of growth of developing countries is 
forecast to rise slightly in 1985 
based on the assumption of im- 
provement in the debt situation, 
commodity prices and the demand 
for oil. Owing to the uncertainty 
surrounding these assumptions, the 
forecasts for developing countries 
are tentative. The countries of 
Latin America, Africa and Western 
Asia, where the output losses in 
recent years have been significant, 
are expected to be affected favoura- 
bly. Economies in the ESCAP 
region are likely to slow down after 
1985, owing to deceleration in 
growth in industrial countries as 
well as possible domestic con- 
straints to continued growth. The 
economy of China, which has 
achieved strong growth in recent 
years, also is likely to experience 
some slow-down. 


7 These forecasts are based on a 
number of assumptions regarding the 
continuance or modifications of past 
trends, especially with regard to such 
issues as the changes in the nominal 
interest rate (which are assumed to 
fall or remain unchanged, especially 
beyond 1984); oil prices (assumed to 
remain at the present level in nominal 
terms until 1985 and to rise thereafter); 
tate of inflation in industrial coun- 
tries (assumed to stabilize around 
4 per cent by 1986); terms of trade of 
developing countries (after some im- 
provement in 1984, to remain un- 
changed or improve slightly during the 
test of the decade) and protectionist 
trends (no new protectionist measures 
by industrial countries). 


Table 1.3. United States. GDP and imports 
(Annual growth rates and index of imports in constant prices, 1971-1 983) 


B. INTERNATIONAL TRADE 
AND PAYMENTS 


1. Modest recovery in trade 


mre one se A. 


The recovery in the world 
economy had a modest impact on 
world trade. The volume of trade 
recovered in 1983 by 2 per cent 
after having fallen by 2.5 per cent 
in the previous year. The dollar’ 
value of trade, however, declined 
by 2.5 per cent, as a result of a fall 
in unit values of 4.5 per cent. 
These changes in world trade were 
improvements over those recorded © 
in 1982. 

The pattern of recovery in 
external trade, especially imports, 
was almost as uneven as that of 
domestic growth. The 10 major 
developed industrial countries (the 
Group of Ten) alone recorded 
growth in import volumes above 5 : 
per cent — two thirds of rh 
was accounted for by import 
expansion in the United States. 
In all other major country groups, 
import volumes decreased. A large 
reduction of 9 per cent occurred in 
member countries of the Organisa-_ 
tion of the Petroleum Exporting — 
Countries (OPEC), where import 
volumes were rising even in 1982, 
despite falling oil revenues. In the 
Latin American debtor countries, 
the reduction in import volumes — 
was an unprecedented 27.1 per 
cent. 

In 1983 the growth of exports — 
was, however, less uneven. Exports — 
grew in all country groupings, 


1971 1972 
GDP 3.1 5.4 
Imports 9.0 13.4 
Memo item: 
Index 
1973=100 
1979=100 


1973) TOTES ADTS AITO 977, 
seer) 0.7 4.9 5.2 4.7 
46 -17 -115 2230 123 


100 98 87 106 


1978 


1983, 


1979 1980 1981 1982 
22d) 02, BB UE ls) 3.5 
1.4 -8.0 2.2. -4.3 103m 


100 92 94 90 99% 


Source: UNCTAD, Trade and Development Report, 1984, Part | (UNCTAD/TDR/4 (vol. I)), 17 July 1984, p. 33, Table 3. 


2xcept OPEC members where they 
fell by 6 per cent over 1982 as a 
result of sluggish demand for oil. 
The growth of exports in developed 
‘countries was over 3 per cent, in 
non-OPEC developing countries 5 
per cent, and in major exporters of 
manufactures it was 8 per cent. 

The recovery in the United 
States provided a considerable 
stimulus to growth of exports from 
the rest of the world in 1983. 
However, although imports grew 
by 10.4 per cent in 1983, they 
barely reached the 1979 level 
because of the decline during the 
recession. The current recovery in 
the United States has not provided 
vas powerful a stimulus to the 
growth of imports as was evident 
‘during the previous recovery. At 
‘that time imports were 6 per cent 
higher compared with the level 
‘before the onset of the 1974-1975 
recession (Table I.3).. 

The current dollar value of 
United States imports increased by 
(53 per cent during 1983, after a 
7.5 per cent decline in 1982. The 
expansion in imports from devel- 
oped market economies was higher 
(5.8 per cent) than from developing 
‘countries (4.5 per cent). The 
commodity composition of import 
expansion largely favoured manu- 
 factures, imports of which grew by 


| 12.9 per cent as compared with 2.9 
per cent for primary commodities 
and a decline of 11 per cent in fuel 
_ imports. 
The developing countries bene- 
_ fited considerably from the expan- 
sion of United States imports in 
1983, and their exports to the 
| United States increased at rates 
| markedly higher than those from 
the rest of the world. United 
States imports of manufactures 
from developing countries grew at 
24.3 per cent, thrice as fast as 
imports of primary commodities 
- (Table 1.4). 
: The buoyant growth of United 
States imports from developing 
countries in 1983, especially of 


Table I.4. United States. Imports by main categories, 1982-1983 


(Annual growth rates, in current US dollars) 


Primary 
From cOrnmodtHer Fuel Manufactures Total 
Developing market economy 
countries 
1982 - 14.1 - 25.9 3.4 - 15.2 
1983 8.1 - 12.3 24.3 4.5 
Developed market economy 
countries 
1982 - 10.7 BEE 0.8 - 1.0 
1983 - 0.1 - 8.0 91 8 
World 
1982 - 13.3 - 20.0 1,3 - 7.5 
1983 2.9 - 11.0 12.9 Shey 
Source: UNCTAD, Trade and Development Report, 1984, Part I (UNCTAD/ 


TDR/4 (vol. I)), 17 July 1984, p. 34, Table 4. 


Notes: 
factures SITC 5 to 9 less 67, 68. 


manufactures, should, however, be 
viewed against the depressed level 
of such import demand in 1982, 
when total United States imports 
originating from developing coun- 
tries declined by 15.2 per cent and 
those of manufactures grew by 3.4 
per cent. Further, the imports of 
most manufactures from developing 
countries are a very small percentage 
of total United States imports — 
ranging from 0.2 per cent in the case 
of transport equipment to 5.8 per 
cent in the case of textiles and 
clothing.® The rather high growth 
rates of imports of manufactures 
from developing countries have 
been in precisely those commodity 
groups where the share of develop- 
ing country imports is relatively 
lower (Figure I.3). Imports of tran- 
sport equipment from developing 
countries, which form the lowest 
proportion in total United States 
imports, had the highest growth rate 
among imports from developing 
countries (53 per cent); the latter 
was also higher than the growth 
rate of imports from the rest of the 
world (14.4 per cent) as well as that 
of sales of domestic transport manu- 


8 UNCTAD, Trade and Develop- 
ment Report, 1984, Part I (UNCTAD/ 
TDR/4 (vol. I)), 17 July 1984, p. 36. 


Primary commodities: SITC 0+1+2+4+67+68; Fuels: SITC 3; Manu- 


factures (21.7 per cent). Imports 
of textiles and clothing from 
developing countries grew at less 
than the average rate (18.9 per 
cent). However, this rate was 
higher than that of imports from 
the rest of the world and of sales 
of domestically produced textile 
products. 

The strength of the United 
States recovery relative to that in 
other developed countries and the 
composition of import demand in 
that country were principal deter- 
minants of the growth of exports in 
major groups of developing coun- 
tries (Table 1.5). Except for 
major debtors in Africa and major 
petroleum exporters, all country 
groups recorded a rise in exports to 
the United States in 1983. How- 
ever, the major exporters of manu- 
factures (the newly industrializing 
economies of Asia) comprised the 


only major developing country 
group whose growth in total 
exports was substantial. The rate 


of growth of their exports to the 
United States (24.1 per cent) was 
about three times that of total 
exports (8.8 per cent). Although 
the United States recovery provided 
a considerable stimulus to the 
exports of developing countries, 
including the Latin American 
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Figure 1.3. Growth of imports of manufactured goods from developing 
countries into the United States in 1982-1983 and import share in apparent 
consumption in North America in 1978-1979 


(Percentages) 


Textiles and 
clothing 
Petroleum and 
coal products 
Machinery and 
other manufactures 
Ferrous and 
non-ferrous metals 


Rubder and 
¥ chemicals 


Growth rates of imports 
from developing countries 


7 Wood products, 
Ea} Paper printing 


Non-metallic 
mineral products 


Transport 
equipment 


Shares of imports from developing 
countries in apparent consumption 


in North America 


Table 1.5. Developing countries and areas. Exports and imports, 1982-1983 
(Annual percentage growth rates in current US dollars) 


Exports Imports 
Total Of which Total 
1982-1983 to: United 1982-1 983 
States 
1982-1 983 
Debt problem countries 

Latin America® - 0.6 9.2 ~27.1 
Africa® ~ 23.2 -40.5 ~ 32.7 
Africa excluding Nigeria -8.5 -4.3 - 8.7 
Others® -2.6 10.8 - 4.0 
Other countries and areas -7.7 6.3 - 4.5 
Major exporters of manufactures® 8.8 24.1 2.1 
Major petroleum exporters” - 16.4 - 135.0 -9.1 
Least developed countriest -2.6 Ty j -7.0 
Remaining countrie® -2.6 12.0 - 3.8 


Source: UNCTAD, Trade and Development Report, 1984, Part I (UNCTAD/ 
TDR/4 (vol. ID), 17 July 1984, p. 39, Table 6. 


2 Argentina, Bolivia, Brazil, Chile, Costa Rica, Dominican Republic, Ecuador, 
Guyana, Jamaica, Mexico, Nicaragua, Peru and Venezuela. ~ Central African Republic, 
Ivory Coast, Liberia, Madagascar, Malawi, Nigeria, Senegal, Sierra Leone, Sudan, Togo, 
Uganda, Zaire and Zambia. © Philippines and Yugoslavia. 2 Hong Kong, Republic of 
Korea, Singapore and Taiwan (province of the People’s Republic of China). * Algeria, 
Angola, Bahrain, Brunei Darussalam, Congo, Gabon, Indonesia, Iraq, Islamic Republic 
of Iran, Kuwait, Libyan Arab Jamahiriya, Oman, Qatar, Saudi Arabia, Syrian Arab Re- 
public, Trinidad and Tobago and United Arab Emirates. * All least developed countries 
except Central African Republic, Malawi, Sierra Leone, Sudan, Togo and Uganda. 
§ all others. 
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debtor countries, it proved 
adequate to bring about gro 
in the value of their total expo 
earnings in 1983. 5 

The high deficit on curren 


largely from an increase in 
deficit on trade account with 
most of its major trading partner 
groups, with the exception of 
OPEC members, with which it ran 
a surplus of $0.8 billion. Its tota 
balance of trade deficit of $24.2) 
billion was made up of $13.2) 
billion with non-OPEC developing: 
countries (of which $7.8 billion was 
with Latin America) and $10.6 
billion with industrial countries (of 
which $2.6 billion was with” 
Japan).° The sharp rise in the - 
United States trade deficit with: 
non-OPEC developing countries 
was largely due to the compression 
of demand for imports that 

forced on developing countries, 
especially in Latin America, in 
order to make increased debt 
service payments, largely through 
a slow-down in growth of output. — 
The recovery of the growth of 
exports of developing countries to” 
the United States in 1983 had’ 
two serious limitations. First, the 
growth was limited to manufac | 
tures, in which the share of devel- 
oping countries is still small. As~ 
this share increases and reaches” 
threshold levels in individual cate-_ 
gories, it could trigger — as indeed — 
has recently become evident — 
protectionist reaction from affected 
industries, such as textiles and 
garments. Secondly, at present the 
strength of the United States dollar 
has put United States industries at_ 
a competitive disadvantage, both 
in domestic and other country 
markets, and has facilitated develop- — 
ing country exports to the United - 
States. If this situation should — 
change, given the pressure on 
° Bank for International Settle 

ments, Fifty-fourth Annual Report, 
Table, p. 86. 3 
Ss 


United States policy makers to 
review the stances on fiscal deficits 
and 
-growth prospects of developing 
country manufactures could be 
| adversely affected. 


interest rates, the export 


The impact of the United 


' States recovery on the exports of 
_ primary commodities — which still 
' provide the bulk of export earnings 
of most developing countries — has 


been much smaller. Thus, while 


‘the volume of OECD country 


imports of manufactures increased 
by 7 per cent, that of non-oil 


commodities increased by 2 per 


cent in 1983.1° The main reason 
for this is that United States 
imports of non-fuel commodities, 
especially agricultural products, 


form a much smaller share of 
imports 
Europe and Japan take the lion’s 
_share of the developed country 
imports 


than manufactures. 


of these commodities. 
Therefore, the spread of the re- 


covery to Europe is of crucial im- 


portance to the export prospects of 
developing countries dependent on 
primary commodities. 

The expectation that world 
economic recovery would lead to a 
substantial and quick recovery in 
commodity prices remained largely 
unrealized in 1983. At the begin- 
ning of 1983, prices of industrial 
commodities, minerals and ores 
rose quickly in response to the 
United States recovery. Lowering 


nominal interest rates resulted in 
the replenishment of stocks, as well 


as some speculative buying. How- 
ever, markets weakened about the 
middle of the year as the recovery 
failed to spread geographically. 


The improvement in agricultural 


export prices, although substantial, 
was caused mainly by supply reduc- 
tions arising from poor harvests (as 
in the case of coarse grains, fats and 
oils and cotton) or from national 
policies (such as acreage reductions) 
or low levels of stocks (as in the 


10 OECD, Economic Outlook, No. 
35 (Paris, July 1984), Tables 26 and 27. 


case of tea). Some commodity 
prices did increase in response to 
recovery in demand (as in the case 
of cocoa and natural rubber). 
Overall, the United Nations Con- 
ference on Trade and Development 
(UNCTAD) combined index of 
non-oil primary commodities 
exported by developing countries 
was, on average, 5.8 per cent higher 
in 1983 than in 1982, when mea- 
sured in United States dollars, and 
about 10 per cent in terms of 
special drawing rights (SDRs). 
Even so, the recovery only partially 
offset the more than 30 per cent 
drop in prices in the previous two 
years (Table 1.6). 


2. International balance 
of payments 


The two dominant features of 
recent developments in the world 
economy — strong recovery in the 
United States and continuing 


adjustment efforts in developing 
countries — led to widespread 
changes in the configuration of 
balance of payments on current 
account. While in most countries, 
the movement was _ generally 
towards a better balance, the two 
major developed economies — the 
United States and Japan — moved 
away from equilibrium, each in a 
different direction.!! Thus, while 
the overall surplus on current 
account in the balance of payments 
of industrial countries, already 
comparatively small in 1982, 
declined by $400 million in 1983 


11 Another notable feature of the 
world balance-of-payments accounts was 
a substantial reduction in the size of the 
statistical discrepancy for the world asa 
whole, from $91.0 billion in 1982 to 
$69.8 billion in 1983. For an explana- 
tion of this discrepancy, see Economic 
and Social Survey of Asia and the Pacific 
1983 (United Nations publication, Sales 
No. E.84.II.F.1), Box 1.1. 


Table 1.6. Change in world market prices of primary commodities exported 


by developing countries, 1981-1984 
(Percentages) 


1983 1984 
1981 1982 1983 
pieces cep Tie et ee ite 
Annual 
Quarterly” 
Food and tropical 
beverages tO = 18:26 5.5) 12.00 @4.4) 91657 18:6 215.9) e774 
Vegetable oilseeds and 
oils =3.2 - 23.0 23.4 -17:3 = 3:0 ©5354" 72:3. -89:5'" 78.0 
Agricultural raw 
materials leeooaleee YAO SOY (Sui isa) alee} (0):9/ 
Minerals, ores and 
metals =13.6-11.4°-— (/5.4° 9254 92.5. -10:8 =156" =4.7 
Total primary commo- 
dities (excluding 
petroleum): 
Denominated in $US -15.6-16.1 5.8 -9.0 4.8 14.0 16.2 14.7 7.3 
Denominated 
in SDRs iho! oO. OO) Oem O,2eeue Sle LOO mn S25 lOO LOLS 
Crude petroleum 10.2 -4.3-11.6 -6.0 - 13.3 -13.5-13.5 -9.5 - 
Manufactures -5.0 -2.0 -4.3 -3.2 -4.3 -4.4 -2.3 
Source: . UNCTAD, Trade and Development Report, 1984, Part I (UNCTAD/ 


TDR/4 (vol. ID), 17 July 1984, p. 44, Table 8 


4 Estimates. b Quarter over relevant quarter of previous year. 
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(Table 1.7), the current account de- 
ficit of the United States rose from 
$3.8 billion to $35.5 billion and the 
current account surplus of Japan 
from $8.8 billion to $22.1 
billion (Box 1.2). Some major 
developed countries with current 
account surpluses, including the 
Federal Republic of Germany and 
the United Kingdom, reduced their 
surpluses in 1983, while others, 
especially France and Italy, effected 
a substantial reduction in their 
deficits. 

Developing countries, as a 
whole, had to reduce their current 
account deficit substantially from 
$94.2 billion in 1982 to $72.6 
billion in 1983. The adjustment in 
the case of non-oil developing coun- 
tries was relatively much larger, 
since the oil-exporting countries 
increased their deficit by $4.2 
billion. In fact, the overall deficit 
of the non-oil developing countries 
was the lowest since 1978, when 
the impact of the second oil shock 
resulted in a sudden rise in current 
account deficits from $42.3 billion 
in 1978 to $62.0 billion in 1979. 

The brunt of the balance-of- 
payments adjustment by non-oil 
developing countries in 1983 did 
not have to be borne by as steep a 
reduction in imports as in 1982, 
since it was softened by a more 
rapid growth in exports. While in 
1982 both exports and imports of 
non-oil developing countries 
declined (by 5 and 11 per cent 
respectively), in 1983 their imports 
declined by 4 per cent, but 
exports grew by about 3 per cent. 
The net deficit on services and 
private transfers remained relatively 
stable in absolute amount (around 
$27 billion) but rose as a propor- 
tion of the current account balance 
deficit from less than a quarter to 
about a half between 1981 and 
1983. This represented largely the 
inflexible part of the balance-of- 
payments deficit arising from debt- 
servicing requirements. 

The compression of imports of 


it) 


Table 1.7. Summary of payments balance on current account, 1978-1983# 


(Billions of US dollars) 
1978 1979 1980 1981 1982 1983 
Industrial countries $2.70 - Seee oat 4.8 3.2 2.8 
Canada “40 +42 £==1.2. =S54 1.9 1g 
United States - 12.3 2.6 6.6 10.7 -3.8 =35m 
Japan 17.0% “8. = 99 6.3 8.8 22% 
France 8.5 694-25 -2.8 -95 =i 
Germany, Federal Republic of 13.4 OTe 8:3 0.8 10.2 9.8) 
Italy 7.9 64 -95 -7.5 -4.9 1.0 
United Kingdom BES) 3.0 12.7 18.1 13.3 Ts 
Other industrial countries -3.2 -11.8 -26.0 -15.6 -13:0 <2ie 
Developing countries - 36.6 05 23.3 -55.7 -942) 4.73 
Oil-exporting countries $7 625 111.0 534 -120 =t6m 
Non-oil developing countries 
(including China) -42.3 -62.0 -87.7 -109.1 -82.2 -56.4 
Total? -3.9 -46 -148 -509 -910 -69m 


Source: IMF, Annual Report 1984 (Washington, D.C., 1984), p. 23, Table 7. 


On goods, services, and private transfers. b 
asymmetries in reported balance-of-payments statistics on current account, plus 
balance of listed groups with other countries (mainly USSR and other non-member 
countries of Eastern Europe). 


non-oil developing countries in the 
past few years has been unprece- 
dented. The import volume in 
1983 was barely above that in 
1979. Despite adverse demand 
conditions, the volume of their 
exports in 1983 was 25 per cent 
higher than in 1979. Much of the 
increase in the volume of exports 
of these countries, however, has 
been swallowed up by a fall in the 
terms of trade. The continued 
decline in imports of non-oil 
developing countries was also 
accounted for by a further reduc- 
tion in external flows. While ODA 
loans and other official transfers 
remained stagnant, other external 
flows, including those from bond 
issues and foreign direct invest- 
ment, also declined between 1982 
and 1983.'? The sharp turnabout 
in commercial bank lending, which 
began in the latter half of 1982, 
continued to characterize the un- 


12 IMF, International Capital 
Markets: Developments and Prospects, 
1984, Occasional paper 31 (Washington, 
D.C., 1984). 


Also contains errors, omissions, and 


favourable climate prevailing in the 
international credit markets during 
most of 1983, with only the most _ 
tentative signs of improvement in — 
1984. Consequently, much of the — 
bank lending since August 1982 has i 
been “involuntary”, i.e., made 
under special financing arrange-— 
ments, including rescheduling of © 
existing debt and concerted new : 
lending by bank consortia. j 


(a) Payments problems of major 
debtor countries 


In the past two years balance-— 
of-payments _ difficulties, _ like 
growth performance, have varied 
considerably among countries and 
regions. The differences have been 
broadly related to the extent and 
sources of external financing — 
since the mid- 1970s. During 1983, — 
however, the focus of developing — 
countries’ balance-of-payments : 


' 


difficulties was on a small number ~ 
of major debtors, mainly in Latin — 


America, which faced serious debt- _ 


servicing problems. Gross new 
medium- and long-term Eurocur- 


a 
hiker 20-2. 
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Box I.2. Internationalization of the yen 


1982/83. 


The Japanese economy has long 
been characterized by substantial trade 
surpluses and, more recently, Japan has 
emerged as the third largest trading 
country in the world. Its merchandise 
exports reached $151.5 billion in 1981 
and averaged $142.7 billion over 
The corresponding figures 
for expenditure on merchandise 
imports were $142.9 billion and 
$128.9 billion respectively. 

One of the most interesting 
phenomena in foreign exchange mar- 
kets in recent years is the growth in the 
importance of transactions on capital 
account in determining rates of ex- 
change among major currencies. The 
consequences of this change for 
economic theory and practice have 
yet to be worked out. One of the 
factors contributing to Japan’s large 
trade surplus, however, is the 
competitive edge that its exports 
obtain from the low exchange rate 
of the yen vis-a-vis other currencies, 
especially the United States dollar, 
because of the low international 
demand for yen in foreign exchange 
markets. The low degree of the inter- 
nationalization of the yen is also 
indicated by its relatively limited use 
as an investment currency by non- 
tesidents and as a reserve currency 
by foreign monetary authorities. The 
telative importance of the yen on 
all these three accounts has increased 
recently, although it has not grown 


| as swiftly as one might expect, con- 


sidering the rapid growth of the 
Japanese economy in recent times. 

As a medium of transaction, the 
yen is used ona relatively limited scale 
in Japanese foreign trade. Unlike the 
United States dollar, it has not been 
widely used in trade transactions. The 
use of the yen in invoicing Japan’s 
exports grew rapidly from about 2 
per cent in the early 1970s to a little 
over 40 per cent in 1983; in contrast, 
90 per cent of the United States 
exports are invoiced in dollars and 
60-85 per cent of the exports of 
major European economies are in- 
voiced in their own national cur- 
tencies. The role of yen in paying 
for Japanese imports, however, has 
temained negligible at approxi- 
mately 3 per cent. This compares 
with the use of domestic currencies 
to pay for about 70 per cent of 


| imports into the United States and 


30-45 per cent of those into major 


European economies. 

A number of historical, insti- 
tutional and structural factors account 
for the lower percentages in the use of 
yen in Japan’s foreign trade. A large 
proportion of Japanese imports is 
accounted for by energy, agricultural 
products and other raw materials, the 
prices of which are denominated in 
United States dollars. Settlement is 
made in the same currency. One of the 
difficulties in the use of yen for pay- 
ments of imports is a lack of well- 
developed forward markets in yen 
so that importers of Japanese goods 
themselves do not have to bear the 
tisks of changing exchange rates. In 
several European countries where the 
forward market in yen is well devel- 
oped, the use of the Japanese currency 
has been increasing. The absence of 
a Japanese market for accepting bills 
has also led to the dependence of 
Japanese exporters on the dollar ac- 
ceptance market in New York. 

As a result of several measures 
implemented in Japan, the yen’s use as 
an investment currency, the second 
element in its internationalization, 
has grown considerably in recent 
years. Among assets denominated in 
yen and held by foreigners, yen depos- 
its in Japan and in the Euromarket 
and investments in yen-denominated 
securities and Japanese stocks are the 
most important. Yen deposits by 
foreigners in Japan increased from 
$0.5 billion at the end of 1970 to 
about $14.1 billion at the end of 1982. 
The growth of yen-denominated depos- 
its outside Japan has been even more 
rapid, after having started on a very 
modest scale in the Euromarket in the 
mid-1970s. It is estimated that yen- 
denominated deposits in all institutions 
outside Japan, including those in 
Hong Kong and Singapore, amounted 
to about $50 billion in 1984.2 Out- 
standing non-resident claims in the 


form of yen-denominated securities 
have also increased sharply, although 


precise data are not available. The 
share of yen-denominated international 
bonds has risen from less than 1 per 
cent in 1976 to 5.4 per cent in 1982. 
The international bond market is still 
overwhelmingly dominated by bonds 
denominated in United States dollars, 
Swiss francs and deutsches marks, 


a The Japan Economic Journal, 
vol. 22, No. 1091 (Tokyo, 17 January 
1984). 


with their respective shares in 1982 
being 62.4, 16.0 and 7.5 per cent. 

Thirdly, the use of yen as a 
reserve currency is still rather limited, 
although the total amount of such 
reserves was of the order of SDR 
9.2 billion in 1982, compared 
with SDR 0.673 billion at the end of 
1975. The share of yen in the total 
foreign exchange holdings of national 
monetary authorities is still less than 
4 per cent, compared with 71.4 per 
cent in United States dollars and 11.6 
per cent in Swiss francs. 

The degree of internationalization 
of the yen can also be assessed from 
the nature of the capital account in 
the balance of payments, Since the 
mid-1960s, Japan has had net long- 
term capital outflows in every year 
except 1980. These outflows have 
accelerated since 1981 in response 
to high interest rates in the United 
States and the relaxation of controls 
on capital movements in 1980. Japan’s 
net capital outflows are essentially a 
reflection of its high savings rate and 
opportunities for higher returns from 
investment abroad. 

In May 1984, Japan and the 
United States concluded a series of 
negotiations with agreement to 
accelerate the liberalization of Japan’s 
financial system and to widen the 
international use of the yen. Among 
the agreed measures so far are the 
easing of guidelines by the Japanese 
Ministry of Finance on Euroyen bond 
issuance by residents and the issuance 
of foreign currency government- 
guaranteed bonds.” From April 1985, 
foreign banks will be allowed to enter 
the domestic trust and pension business, 
possibly through wholly owned sub- 
sidiaries and joint ventures with 
Japanese banks. The aim of these 
various measures is to broaden the 
range of attractive yen assets and to 
increase trade in financial services by 
widening opportunities for foreign 
financial institutions. These measures 
are expected to bring about a greater 
inflow of foreign funds into Japan, the 
narrowing down of the net Japanese 
outflow, an incréase in the demand 
for the Japanese currency and a 
realignment of exchange rates among 
major world currencies. 


b See World Financial Markets 


(Morgan Guaranty Trust Company of 
New York, June 1984). 
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rency bank credit, on which these 
countries had predominantly 
depended for financing their 
balance of payments, fell sharply 
for all non-oil developing countries. 
In Latin American countries, short- 
term financing had grown rapidly 
during the 1977-1982 period, its 
proportion to total imports rising 
from an average of 40 per cent in 
1977-197 tO 92 eer mcentasatl 
1982.1° The sudden freeze on new 
commercial bank lending after 
August 1982, which resulted in a 
large net outflow of $22 billion in 
short-term private capital from all 
non-oil developing countries, 
affected the Latin American coun- 
tries much more adversely, causing 
a sharp compression in their 
imports. 

The Latin American and Carib- 
bean region’s real imports dropped 
by one fifth in both 1982 and 
1983, as net capital inflows fell by 
half each year from $42 billion in 
1981 to $10 billion in 1983. This 
fall has been greatly exceeded by 
the net payment of profits and 
interest during 1982 and 1983, 
amounting to $37 billion and $33.9 
billion respectively. If account is 
also taken of private capital flights, 
only partly reflected under the 
“errors and omissions” entry in the 
balance of payments, the net “out- 
flow of resources” from Latin 
America can be estimated to have 
increased from $20 billion in 1982 
to $30 billion in 1983.14 


(b) External financing problems of 
low-income countries 


The debt problems of major 
borrowing countries continued to 
be the main preoccupation in inter- 
national discussions on monetary 
and financial matters. This was 
partly because of the danger that 


ie IMF, Annual Report 
(Washington, D.C., 1984), p. 25. 


14 ECLA, “Adjustment policies and 
renegotiation of the external debt” 
(E/CEPAL/G.1299), 1984. 
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extensive default by such countries 
in the repayment of their debts to 
banks of developed countries could 
have precipitated a deep recession. 
Meanwhile, however, the quiet 
crisis that many of the low-income 
developing countries faced owing to 
the continuing shortage of resource 
flows from abroad did not receive 
the attention it deserved.'* 

These countries, over 40 in 
number and comprising some of the 
most populous developing nations 
of Africa and Asia, had received 
most of the capital inflows from 
developed countries in the form of 
net official transfers rather than as 
loans from private sources. The 
composition of capital inflows to 
developing countries as a whole, 
however, changed markedly in 
favour of commercial flows during 
the 1970s. Rising from an almost 
equal level (about $26 billion each 
in 1981 prices), non-concessional 
flows increased to $58 billion in 
1982, while official flows rose to 
only $37 billion. More significantly, 
the share of non-concessional loans 
made to low-income countries was 
under 5 per cent of the total, com- 
pared with about a third of official 
transfers to non-oil developing 
countries. Of the total developing 
country long-term external debt of 
around $600 billion — $650 billion 
in 1983 and $125 billion — $150 
billion of short-term debt, 85 per 
cent was owed by non-oil develop- 
ing countries. Of this, only about 
$88 billion, or about 15 per cent, 
was owed by low-income develop- 
ing countries. This outstanding 
debt to all private creditors was 
only $15.4 billion, or less than 5 
per cent of the total of such debt of 
all non-oil developing countries. 

Although the amounts owed 


For a perceptive analysis of the 
issues involved see, The Debt Crisis and 
World Economy, report by a Common- 
wealth Group of Experts }\(Common- 
wealth Secretariat, London, 1984), from 
which much of the evidence quoted in 
this section is derived. 


by the low-income countries are 
small relative to the total debt of 
developing countries, the problems) 
they face in servicing debts are by 
no means less significant or lighter 
than those experienced by high-| 
income borrowers. During 1980- 
1983, the total debt of these coun-/ 
tries (excluding China and India), 
increased by about $14 billion, 
while their export earnings fell byl 
$1 billion and their debt service | 
payments increased by about 50) 
per cent. Overall, their debt-service | 
payments to export ratio was 20! 
per cent, while for those in Africa it 
was 25 per cent. ‘| 

The increase in the debt 
burden of low-income countries is” 
the direct result of the change in 
the mix of external capital flows 
received by them to finance in-_ 
creasing current account deficits, 
consequent upon a steep fall in| 
terms of trade. Two fifths of the | 
increase in the total long-term debt | 
of the low-income countries | 
between 1975 and 1983 was | 
accounted for by non-concessional | 
flows; the share of concessional | 
debt fell from 71 to 60 per cent of | 
the total debt during the period. | 
The average terms of debt also rose 
owing to both the change in the | 
debt mix and harder terms of 
lending generally. Owing to the 
low credit-worthiness of these 
countries as assessed by commercial | 
banks, many of them had to pay | 
high interest rates on short-term 
credit needed to finance essential | 
imports, such as food and oil. 

All these adverse developments | 
have caused a decline in net trans- 
fers of capital to low-income coun- 
tries. Total net transfers to African | 
low-income countries fell from $2.7 
billion in 1980 to $1.1 billion in 
1983. The net transfers to low-— 
income countries have also fallen, 
although not to the same extent. 
Some of the largest recipients of 
concessional finance in the region, — 
namely India, Indonesia and 
Pakistan, have had their share of 


y 
! 


ee 


“such finance severely curtailed in 
recent years. 

The low-income countries also 
are at a disadvantage in reschedul- 


“ing their loans, since official 


creditors, to whom most of their 


| debt is owed, are less sensitive than 
the commercial banks to the impli- 


‘cations of their negotiations for 
/ new financial flows. In reschedul- 


ing negotiations with the latter, 


there is, at least, an implicit under- 
“standing that new “‘involuntary” 
lending will be available to help to 
pay interest. IMF, which has been 
active in orchestrating such new 
‘lending for the major borrowers, 
has been conspicuously less active 


‘on behalf of low-income countries. 


Indeed, jts insistence on brief 


consolidation periods, in contrast 


to longer-term rescheduling by 
commercial banks, leads _ to 
repeated loss of export insurance 
cover and also adversely affects 
their credit-worthiness. Since much 


_ of the current lending to developing 
countries is through rescheduling 


old debt rather than new commit- 
ments, this disparity in debt nego- 
tiations has affected net inflows to 
low-income countries more 


severely. 


C. PERSISTENT PROBLEMS 
OF THE WORLD 
ECONOMY 


The preceding review of the 
problems facing the world economy 
makes it clear that world economic 
growth in 1983 and 1984, while 
stronger than had been generally 
expected, was not sufficiently 
strong or widespread, especially in 
‘the developing countries. The 
‘prospects for 1985 are even less 
reassuring. If the world economy 
is to regain its dynamism and the 
developing countries are to contin- 
ue their interrupted journey 
towards economic and _ social 
transformation, much more needs 
to change in the world economy. 
An essential task seems to be the 


invigoration and restructuring of 
international trade and capital 
flows. One or two powerful loco- 
motives are not enough to pull the 
world economy out of its present 
morass; the smaller engines also 
need to be fired to enable them to 
run under their own steam. Above 
all, there is a need to restart the 
dialogue between developed and 
developing nations on the many 
specific problems that remain 
unsolved and continue to increase 
the fragility of the international 
economic environment. 


1. Trade 


The volume of world trade 
grew faster than the volume of 
world output from the 1950s until 
the recent recession. In 1983, 


largely because of a contraction 
in imports of developing countries, 
it fell considerably short of the rate 
of growth in output. With the 
recovery in world output and some 
easing of the balance-of-payments 
situation of developing countries, a 
strong growth of 7.5 per cent is 
expected in the volume of world 
trade in 1984. 

The growth of foreign trade 
was expected to be almost as 
uneven as the growth of world 
output in 1984, although there is 
likely to be a movement towards 
greater uniformity in 1985. In the 
developed countries, the main 
centres of growth in 1984, as in 
1983, are the United States for 
imports and Japan for exports 
(Figure I.4). In the United States, 


Figure 1.4. Bilateral trade balances* of Japan and the United States, 1983 
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The considerable recovery in 
world trade during 1983 and 1984 
has been accompanied by a marked rise 
in protectionism, affecting both trade 
among developed countries as well as 
that between developed and develop- 
ing countries. Although the exact 
impact is difficult to quantify, there is 
no doubt that the costs, in terms of 
economic growth and welfare, have 
been considerable both to developed 
and developing countries. 

The use of protective trade mea- 
sures, including voluntary export 
restraints (VERs) and quotas (such as 
those under the Multi-fibre Arrange- 
ment (MFA)), which contravene 
GATT rules in either the letter or the 
spirit, has become widespread in 
recent years, endangering the very 
existence of the free and liberal 
trade system that had evolved since 
the 1950s. 

Besides their direct effect of re- 
stricting the growth of the volume of 
trade, there also have been important 
adverse consequences on_ allocative 
efficiency. Nor is the cost negligible to 
the country imposing such restrictions. 
It has been estimated, for example, 
that the loss of consumer welfare 
in terms of higher prices resulting from 
the imposition of tariffs and quotas in 
the United States is about $12 billion 
annually.* 

Finally, negotiations regarding 
non-tariff barriers have proved very 
difficult because such barriers are often 
hard to identify as they are not made 
public and are applied on a unilateral 
or bilateral basis. In spite of the 
resolutions adopted by the GATT 
Ministerial Meeting in November 1982 
calling for the progressive elimination 
of non-tariff barriers and the creation 
in 1983 of a group on quantitative re- 
strictions and other non-tariff mea- 
sures, little tangible progress has been 
achieved.- The continuing drift of the 
world trading system towards bilater- 
alism and protectionist restrictions is 
eroding the confidence of the develop- 
ing countries in international trade as 
an engine of growth. 


@ William C. Cline, “U.S. protec- 
tionism: an ill trade wind blows”, The 
Asian Wall Street Journal, 12 Novem- 
ber 1984. 


> GATT, GATT Activities in 1983 
(Geneva, June 1984). 
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Box I.3. Marked rise in protectionist trends 


Impediments to trade vary con- 
siderably among products; textiles, 
clothing, footwear, leather goods and 
other items that are labour-intensive 
in production are subject to the most 
severe non-tariff barriers. Some agri- 
cultural products, such as_ sugar, 
tapioca and fish, are also badly 
affected. These products are partic- 
ularly important in the basket of 
exports of many developing countries 
in the ESCAP region. 

Continued high rates of un- 
employment in EEC member countries 
have thwarted attempts to reduce 
levels of protectionism. The loss of 
employment opportunities in the very 
short term makes legislatures subject to 
popular demands for increasing protec- 
tion. With most forecasts predicting a 
likely increase in unemployment in 
developed countries in the next few 
years, an intensification of protec 
tionist attitudes towards exports 
from developing countries may occur. 

Meanwhile, in international trade 
negotiations, a number of major issues 
remain unresolved. Progress towards 
the adoption of a multilateral safeguard 
system and the modalities of applying 
Article XIX of GATT has made little 
advance since the 1973 Tokyo Declara- 
tion. Article XIX of GATT is its 
principal provision to enable Govern- 
ments to safeguard domestic pro- 
ducers by taking certain emergency 
actions in the event of a sudden 
surge in imports resulting from 
a commitment, including tariff conces- 
sions, made by a member Government. 
The failure to agree on a safeguard 
system gives rise to discrimination in 
trade relations among countries through 
the adoption of selective safeguard 
measures against trading partners who 
apparently cause “injury”. Selec- 
tivity is thus introduced in the trade 
system, and this directly contravenes 
the spirit of multilateralism that is 
the objective of GATT. Developing 
countries are particularly opposed toa 
“selective” safeguard code as it would 
amount to an extension of the dis- 
cretionary system underlying MFA to 
all trade relations and leave them with 
limited retaliatory power. Little prog- 
ress has been made on the interpreta- 
tion of the safeguard issue since the 
GATT Ministerial Meeting in Novem- 
ber 1982. If anything, as was evident 
in the November 1984 GATT meeting, 


the divergence between developed and 
developing countries on the issue has 
widened. The developing countries | 
are reluctant to embark on a newround 
of global trade negotiations, which 
would include services for the first 
time, unless industrialized countries 
soften their protectionist stance. 

Voluntary export restraints are 
currently among the most commonly 
used techniques to regulate trade. Out- 
side MFA and apart from some excep- 
tional cases, they are not permitted 
under GATT rules. Such develop- 
ments threaten the viability of the 
multilateral trading system, result in 
market-sharing agreements and gen- 
erally lead to a bilateral trading 
system. For many developing coun- 
tries, however, they are the only 
option available to reduce uncertain- 
ty with regard to their trade. The 
Codes on Anti-Dumping and Subsidies 
and Countervailing Duties are fre- 
quently invoked to force developing 
countries’ exporters into VERs. 
Among the 405 such actions initiated 
by developed countries in 1982, for 
instance, 26 per cent involved export- 
ers from developing countries.° The 
use of anti-dumping and counter- 
vailing duty measures seriously restricts 
the access of competitive products 
from developing countries to world 
markets. 

Finally, the graduation principle 
whereby some developing countries are 
removed from beneficial treatment, 
particularly with respect to the gener- 
alized system of preferences, has also 
been increasingly invoked to justify 
unilateral restrictive measures against 
dynamic developing countries such as 
the Republic of Korea. 

Thus in recent years, despite 
economic recovery, multilateralism in 
trade has deteriorated sharply. The 
resulting uncertainty of markets for 
export industries affects the level of 
investments in such industries and 
consequently tends to slow down the 
growth of worid production. As a 
corollary, the relative share of invest- 
ments in import-substitution industries 
tends to increase, leading eventually to 
spiralling protectionist pressures. 

. UNCTAD, “Protectionism and 
structural adjustment: anti-dumping 
and countervailing duty practices” 
(TD/B/979), 20 January 1984. 


the rate of growth of the volume of 
exports was expected to increase 
from -3.3 per cent in 1983 to 3 per 
cent in 1984, and Japan’s import 
volume was expected to rise by 6 
per cent in 1984, compared with 
less than 1 per cent in 1983. Among 
developing countries, those in East 
Asia and Latin America showed high 
growth rates in volume of exports 
in both 1983 and 1984, while those 
in Africa, South Asia and West Asia 
declined in 1983; in 1984 there was 
a general improvement in export 
volume from most developing coun- 
tries. Import volume in 1984 also 
was expected to show an improve- 
ment, especially in Latin America 
and Africa, where, in 1983, import 
compression was very severe.’ © 

In 1985-1986, world trade is 
projected to slow down considera- 
bly in line with the expected decel- 
eration of world economic activity. 
Most of the deceleration is likely to 
be caused by a sharp decline in 
import demand in the United States 
economy in 1985 and 1986. The 
volume of imports into the United 
States is expected to expand by 
5.3 and 1.2 per cent respectively in 
1985 and 1986 — much slower than 
in 1983. 

According to the projections of 
Project LINK,'” the exports of 
Japan and the developing countries 
of Asia will suffer most from the 
sharp reduction in United States 
imports. The growth rate of 
exports from Asia in real terms are 
currently forecast to decline from 6 
per cent in 1984 to around | per 
cent in 1985. The growth rate of 
exports from developing countries 
as a whole is projected to decline 
from 5 per cent in 1984 to 1.42 


16 These forecasts are based on 
UNCTAD, Trade and Development 
Report, 1984, pp. 98-99,Table A.2. The 
figures quoted are provisional but the 
broad trends are unlikely to change. 
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(Philadelphia, University of Pennsylva- 
nia, 22 August 1984). 


per cent in 1985. Import volumes 
of developing countries already 
drastically cut back in previous 
years are not expected to change 
much, 

The forecasts about world 
trade for 1985 are much more 
tentative than those about GDP 
growth. Among the major uncer- 
tainties are the trends in protec- 
tionism, capital flows, exchange 
rate movements and the resolution 
of the debt problem. The outlook 
on many of these issues is generally 
pessimistic. A revival of world 
trade will, therefore, need much 
more than a revival of growth rates 
of GDP in developed countries. It 


will require the dismantling of 
many institutional barriers which 
continue to inhibit the growth of 
world trade (Box 1.3). In the 
final analysis, it will require the 
reversal of the many mercantilist 
trends that have developed during 
the recession and a return to a more 
liberal regime of world trade and 
payments. 


2. Capital flows 


According to most forecasts of 
the world economy, the outlook 
for increased capital flows to devel- 
oping countries is unlikely to 
improve during the next few years. 


Table 1.8. Deficit of developing countries. Sources of financing, 1982-1985 


(Billions of US dollars) 


1982 1983 1984 1985 
Current account deficit 88.2 69.2 62.8 50.8 
Increase in official reserves - 30.9 -1.2 Doh L/ 5.0) 
Total net capital flows $7.3 68.0 68.5 55.8 
Official bilateral flows on 
concessional terms 17.7 18.0 18.5 18.7 
Grants" 10.9 ic UlOF a 1) oye 22 
Medium- and long-term loans 6.8 7.0 7.0 6.5 
Other medium- and long-term 
official bilateral loans Dez 5.0 2 5.4 
Multilateral institutions 11.5 11.0 11.2 11.5 
Private flows 57.6 42.5 33.3 24.7 
Direct investment 11.6 10.0 10.0 10.0 
Export credits 6.7 S}5) 5.8 6.2 
Bilateral portfolio investment Je | 1.0 0.5 0.5 
Other international bank lending 36.6 26.0 17.0 8.0 
Medium- and long-term 22.6 30.0 26.0 8.0 
Short-term 14.0 - 4.0 - 9.0 - 
IMF lending 6.5 10.9 6.7 2.4 
Other capital, unrecorded flows, 
errors and omissions -41.2  -19.4 - 6.4 - 6.9 
of which: intra-developing 
country flows (OPEC to non-OPEC) -5.5 - 5.5 - 5.5 - 5.5 
Memo item: : 
Total interest” and profit remittances 43.6 "4r6 © 497 | 5659 
Net transfer 13.7 26.4 18.8 -1.1 
Source: UNCTAD, Trade and Development Report, 1984, Part I (UNCTAD/ 


TDR/4 (vol. I)), 17 July 1984, p. 70, Table 10. 


Excluding technical assistance. b 


Balance-of-payments basis; does not include 


interest on short-term debt or on IMF drawings. 
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Therefore, the current account 
deficits of developing countries are 
likely to shrink further. Almost all 
components of net capital inflows 
to developing countries are ex- 
pected to decline or stagnate in 
1984 and 1985, as shown in Table 
1.8. However, the most significant 
change is likely to occur — in 
keeping with recent trends — in 
private flows, especially commercial 
bank lending. 


(a) Official development assistance 


This is unlikely to increase 
much above existing current levels 
— implying a decline in real terms. 
Although some improvement in 
the proportion of ODA to GNP is 
likely in some member countries 
of the Development Assistance 
Committee (DAC), it is likely to be 
offset by some decline in aid from 
members of OPEC. ODA channelled 
through multilateral institutions has 
been declining in recent years 
relative to billateral aid. This could 
imply a change in the distribution 
of aid unfavourable to low-income 
countries and an increase in the 
proportion of aid tied to the 
donors’ strategic or commercial 
interests. 


(b) Multilateral institutions 


The resources of the multi- 
lateral institutions have not been 
increasing commensurately with the 
demands made on them by develop- 
ing countries. The reduction of 
loans from the International Devel- 
opment Association (IDA) conse- 
quent upon the $9 billion seventh 
replenishment (IDA-7) amounts to 
24 per cent in real terms from the 
average annual commitment levels 
under the sixth replenishment 
(IDA-6). Some of this reduction 
will be partly offset by an increase 
in other multilateral loans in 1984 
and 1985. IMF has been able to 
increase its commitments by 
temporarily augmenting its 
resources. It is estimated that IMF 
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can sustain financing $8 to $10 
billion (net) per year over the next 
few years — considerably higher 
than in the past and more than IMF 
resources can currently sustain. 


(c) Private flows 
(i) Direct investment 


Direct investment by industrial 
countries to all developing coun- 
tries is estimated to have grown by 
6 per cent annually in real terms 
during 1970-1982, though there 
was a sharp drop between 1981 and 
1983. IMF projects a real growth 
rate of 4 per cent per year during 
the rest of the decade.t® This 
optimism does not seem to be 
shared very widely.’ ? 


(ii) Banking flows 


The greatest decrease in private 
flows to developing countries has 
been in international bank lending, 
which declined from $36.6 billion 
in 1982 to $26 billion in 1983 and 
has been forecast to decline further 
to $17 billion in 1984 and $8 
billion in 1985. Much of the 
decrease between 1982 and 1983 
was in short-term flows. In 1984, 
short-term and medium-term flows 
declined by $5 billion and $4 
billion respectively. In 1985, net 
bank lending to developing coun- 
tries is likely to fall to $8 billion.?° 


18 IMF, World Economic Outlook, 
Occasional paper 27, p. 69. 


19 See, UNCTAD, Trade and Devel- 
opment Report, 1984, Table 10 and 
The Debt Crisis and World Economy, 
report by a Commonwealth Group of 
Experts, p. 76. 


20 Some of the “new” lending has 
been arranged by IMF, and from the 
banks, in the context of debt reschedul- 
ings, which goes to finance a part of 
interest payments. Such lending, in the 
case of banks, is “involuntary” in the 
sense that it is vouchsafed in order to 
avoid default on interest payments. In 
1983, half of total new lending was 
involuntary. “Spontaneous” commit- 
ments in the first half of 1984 were 
running somewhat lower than in 1983. 


Although the debt reschedul- 
ings undertaken in 1982 and 1983 
have substantially reduced the 


amortization payments in 1983 and — 


1984 — by anestimated $45 billion © 


— the interest payments alone © 


(which are rarely rescheduled) are 


now much larger than the net bank © 


lending to developing countries. In 
1985, however, the situation is 
likely to worsen in the absence of 
further rescheduling, as both 


amortization and interest payments — 
would rise. A “hump” in amortiza- | 


tion payments of debtor countries 


is likely to develop in the next few © 
Unless a new series of debt — 


years. 
rescheduling is undertaken, the 
recurrence of a serious debt crisis 


of 1982 proportions would appear — 


ee ee 


ine RETO Py) ok 


unavoidable, with grave implica- — 


tions for both stability and growth — 


in the world economy. 


3. Global negotiations 


Although no basic changes of 


stance seem visible, it is heartening 


to note that both the developed 


and developing countries are now | 


agreed on the need for negotiations — 


on a narrow range of issues, which 


are of particular importance for — 


bringing about systemic changes in 


international monetary and finan- ~ 


cial relationships. 


World Bank in September 1984 
the countries agreed 


It is promising — 
that at the meetings of IMF and the | 


to hold © 


substantive and wide-ranging dis- 


cussions in spring 1985 under the 
auspices of the IMF Interim Com- 
mittee and in an extended meeting 
of the Development. Committees 
under the joint auspices of IMF 
and the World Bank. The issues 


are planned to be discussed both in © 


their immediate and long-term 


settings. The issues to be discussed — 


by the two Committees, with 


slightly different contextual em-— 
phasis pertinent to their terms of — 


include external 
international cap- 


reference, will 
indebtedness, 


ital flows and their structure, 
trade policies, _ protectionism, 
commodity prices and _ interest 
rates. It is hoped that these nego- 


 tiations will lead to some concrete 
_ proposals, which could be followed 
| up by more detailed negotiations 
and with the involvement of the 
General Agreement on Tariffs and 
Trade (GATT) and UNCTAD and 
other agencies of the United 
_ Nations system. 

The question of the foreign 
indebtedness of developing coun- 
tries is no doubt one that affects all 
‘ countries of the world, regardless 
of the size of their debts. The lack 
of a satisfactory resolution to this 
_ problem has proved very costly 
to the world economy in forgone 
opportunities for growth and 
development. It has added a defla- 
tionary bias to the world economy. 


The costs to the developing coun- 
tries in reduced capital flows, rising 
interest burdens and lower growth 
have been enormous. 

However, a too narrow view of 
the debt problem is likely to help 
neither the developed nor the 
developing countries. An excessive 
concentration of attention on the 
reduction of the current account 
deficit of the developing debtor 
countries, especially through the 
generation of large trade surpluses 
or large reductions in trade deficits, 
can only result in a premature 
reverse transfer of resources. 
Larger opportunities for exports to 
developed countries and additional 
capital inflows can enable develop- 
ing countries to resume their 
growth with financial stability. 
These would create an environment 
in which they could meet both 


their domestic and external obliga- 
tions. 

One of the lessons of the debt 
crisis that should not be lost sight 
of is that it is not enough to ensure 
increased capital flows, no matter 
the source. It is necessary that the 
increase take place in an orderly 
manner, unlike in the 1970s, when 
a sudden shift from multilateral 
institutions to private banks took 
place with little or no safeguards. 
It is also essential that the in- 
creasing preoccupation with the 
problems and immediate needs of 
major debtors should not divert 
attention and resources away from 
the needs of low-income countries, 
which have suffered most in the 
shift between sources and the 
decline in the role of multilateral 
institutions in channelling capital 
flows. 
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II. MACRO -ECONOMIC SURVEY OF DEVELOPING 
ECONOMIES IN THE ESCAP REGION 


A. SOUTH ASIA AND THE 
ISLAMIC REPUBLIC 
OF IRAN 


1. Recent economic performance 


hanges in weather conditions, 
Garret than in external eco- 
nomic activity, were predominant 
in determining economic perform- 
ance in 1983/84 in four South Asian 
economies! — Burma, India, 
Pakistan and Sri Lanka. India, 
which was badly affected by a 
drought the previous year, recovered 
with a record growth rate in 
agriculture, and an overall growth 
rate of about 8 per cent in 1983/84 
compared with 1.8 per cent in 
1982/83. Strong intersectoral links 
spread the growth in agriculture to 
the other sectors (Table I.9). 

The economies of Pakistan and 
Sri Lanka, however, were affected by 
problems besetting the agriculture 
sector, mainly due to adverse 
weather conditions. In Pakistan 
there was a serious set-back to 
agricultural production due to a 
pest infestation in its major cash 
crop, cotton, and declines in the 
output of wheat and sugarcane. In 
Sri Lanka, while overall agricultural 
growth was higher in 1983 than in 
the previous year due to a bumper 
tice crop, two major export crops, 
tea and coconut, suffered decline in 
output due to drought. Burma’s 


1 The performance of Afghanistan, 
Bangladesh, Bhutan, Maldives and Nepal 
is discussed in Chapter III along with 
that of the region’s other least developed 
countries. 


20 


agricultural output growth of 5.8 
per cent in 1983 was markedly 
lower than in the three previous 
years, mainly because of delayed 
monsoons and low rainfall. All 
three economies had lower GDP 
growth rates in 1983 than in 1982. 

Growth in the manufacturing 
sector in South Asian economies 
was inhibited both by supply 
constraints, particularly  infra- 
structure, and by domestic demand, 
which was only partly offset by 
recovery in external demand in 
1983. Shortages in the supply of 
hydroelectric power in India, 
Pakistan and Sri Lanka, adversely 
affected output in the manufactur- 
ing sector. Pakistan’s manufacturing 
output was further adversely 
affected by the failure of the 
cotton crop. Most of the reduced 
cotton output was consumed by 
the domestic textile industry, 
which produced cloth for both 
domestic consumption and export. 
The export of cotton yarn was 
sharply reduced owing to supply 
constraints. In India most of the 
food-processing industries showed 
a decline in output because of the 
decline in sugarcane production; 
output in some intermediate goods 
industries, such as steel and basic 
metals, also declined owing to some 
import liberalization and weak 
growth of demand from the 
engineering goods sector. 

In Burma, the primary goods 
exports of which consist mainly of 
minerals, there was a decline in the 
terms of trade due to continued 
weakness in the prices of metals, 


and the balance on current account 
with the rest of the world worsened | 
accordingly. Burma’s and Pakistan’s 
current account positions dete- 
riorated owing to a reduction — 
in the volume of exports. India’s — 
balance of payments continued to ~ 
improve largely on account of its — 
success in increasing oil production; 7 
the improvement in Sri Lanka’s | 
external balance came largely from — 
an improvement in the terms of — 
trade. In a number of South Asian — 
countries the services account 
balance worsened mainly because — 
of a decline in workers’ remittances 
from Western Asia, which had — 
provided considerable balance-of- © 
payments support in the recent past. 

The decline in net inflows of 
capital has been a source of | 
considerable anxiety. The stagnation 1 
in gross inflows of capital, the 
contribution of which to import — 
capacity was eroded by rising debt | 
service payments, seriously limits 
resources available for continued © 
growth. | 

A substantial departure from | 
price stability, which most South | 
Asian countries had achieved during 
the past few years, also is a cause 
for some concern. Much of it has — 
arisen because of set-backs to 
production in agriculture, but a 
part was also contributed by other — 
factors, such as supply rigidities due — 
to infrastructure bottle-necks and 
a depreciation of the real exchange 
rate. 

Economic growth in the — 
Islamic Republic of Iran slowed 
down in 1983, with GDP rising by 


3 per cent compared with 14.5 per 
cent in 1982. The oil and industrial 
"sectors grew by nearly 6.1 and 4.5 
| per cent respectively, but agriculture 
and services grew by about 2 per 
cent. The weakness in the oil 


_| market and the continuation of the 


_ Gulf war adversely affected the 
economic performance in 1983 and 
' 1984. Due to slow growth of 
domestic product and curtailment 
_ of consumer goods imports, as well 
as bottle-necks in transport and 


shipping, inflation rates were high. 

In Burma, the growth rate of 
GDP during 1983/84 was 5.6 per 
cent, slightly lower than in the 
previous year. However, despite 
adverse world economic and 
financial conditions, economic 
performance was close to the plan 
target. 

During 1983/84 the agriculture 
sector achieved a growth rate of 
5.8 per cent over the previous year. 
Owing to the late arrival of 


monsoons and lower rainfall, the 
growth in output was appreciably 
lower than the 6.3 per cent achieved 
in the previous year. Modern 
methods of cultivation and greater 
use of inputs have been extended to 
increase agricultural production. 
During 1983/84, the high yield 
variety (HYV) programme was 
implemented in paddy cultivation 
and in 20 other important crops. 
In addition, crop diversification 
programmes are being conducted 


| b Table 1.9. Selected developing South Asian economies and the Islamic Republic of Iran. Growth rates and relative 
_ shares of components of GDP at constant prices, 1975-1979 average and 1980-1984 
(Percentages) 


Annual average growth rates Sectoral shares” 


Total b Agriculture Industry Services Agriculture Industry Services 
_ Burma 

‘ 1975-1979 5.6 5.6 1.9 4.9 36.3 14.5 49.2 
1980 7.9 10.3 9.2 5.8 Sez 152 47.6 
1981 6.4 West] 7.3 5.0 37.7 15.3 47.0 
1982 6.0 6.3 6.8 5.0 37.8 15.5 46.6 
1983 5.6 5.8 11.4 3.9 37.8 16.3 45.8 
1984° 6.3 5.5 11.1 5.2 37.6 17.1 45.4 

| India 

1975-1979 4.0 1 5.4 6.0 42.3 2301 34.6 
1980 7.9 iil) 2.6 6.3 40.3 22.9 36.8 
1981 Sa” S52 Siv/ hes) 39.5 23.0 37.6 
1982 1.8 -3.9 3.4 6.8 S753 23:3 39.4 
1983 8.0 atts 

Iran, Islamic Republic of 
1975-1979 0.4 3.4 - 7.6 1339 10.1 50.5 42.4 
1980 - 16.3 1.8 -29.7 - 9.7 14.1 33.1 57.5 
1981 2.8 ii -5.0 1.9 S33 30.6 57.0 
1982 15.2 79 38.3 2.8 14,3 36.8 50.8 
1983° 3.0 21 4.5 PAIL 14.2 37.3 50.4 
1984° 3.0 pra 4.4 74 14.1 37.8 49.9 

Pakistan 
1975-1979 4.6 ee 4.9 6.2 32.7 23.5 43.8 
1980 Te 6.7 10.6 5.8 31.1 24.9 44.0 
1981 6.5 3.8 9.2 7.0 30.3 25.5 44.2 
1982 6.6 3.9 10.0 6.5 2955 26.3 44.1 
1983 6.0 Bo Tees 7.0 28.9 26.6 44.5 
1984° 4.4 - 4.6 8.3 8.0 26.4 27.6 46.0 
Sri Lanka 

1975-1979 4.9 B53 iby 6:5. Syl 25.7 23.5 50.8 
1980 5.8 Sil 4.0 8.0 24.3 2307 $1.9 
1981 5.8 6.9 3.5 6.3 24.6 232 Soe 
1982 Sal 2.6 3.4 6.9 24.0 22.8 53.1 
1983 4.9 Sil Pap) 6.0 24.1 Dep 53.7 
1984° 4.9 7, 6.5 5.8 26.3 26.5 47.2 


Sources: National sources. 
| 4 The breakdown might not add up to 100 per cent because imputed bank service charges are included in GDP in the case of the 
___ Islamic Republic of Iran. > GNP for India. © Provisional. 
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to identify crops suited to the 
specific conditions. 

According to the provisional 
data, the value of the net output of 
the mining sector increased in 
1983/84 by nearly 24 per cent over 
the previous year. The production 
of crude oil, tin concentrates and 
tungsten concentrates met the plan 
targets, and copper concentrates, a 
new commodity, were added to the 
country’s mineral output. 

The value of the net output of 
the processing and manufacturing 
sector is estimated to have risen by 
9 per cent in 1983/84. The 
capacity utilization of the state- 
owned factories and establishments 
increased from 71 per cent in 
1982/83 to 73 per cent in 1983/84. 
The improvement in capacity 
utilization is due to a greater 
availability of industrial raw 
materials from the agricultural 
sector and a regular supply of 
imported raw materials. 

Provisional estimates indicate 
that while the total value of exports 
in 1983/84 grew by 18.4 per cent, 
the volume of exports rose by 21.2 
per cent. In recent years, Burma 
has been faced with declining prices 
for its exports; the average price per 


Figure 1.5. 


ton of rice in 1983/84 declined by 
33 per cent as compared with 
1981/82. Export prices for some 
minerals and forest products also 
have declined. Fiscal year 1983/84 
was marked by an adjustment 
problem ensuing from these external 
causes. Consequently, the targets 
for export values in the plan could 
not be reached in 1983/84 and 
imports of capital and intermediate 
goods had to be scaled down. In 
addition, in the world market the 
prices of industrial goods continued 
to rise. While the total value of 
imports fell short of the annual 
plan target, the deficit in the 
balance of trade persisted, reaching 
K 2,140 million in 1983/84. 

During 1983, the prices of 
basic commodities such as rice, 
edible oil, fish, chicken, pork and 
soap increased, while the prices of 
other foodstuffs such as gram, 
onions and potatoes declined, 
compared with the previous year. 
The rate of inflation during the 
year was about 5.5 per cent. 

The Indian economy recovered 
strongly in 1983/84, aided by an 
exceptionally high increase of 13 
per cent in agricultural output, 
following a decline of 4 per cent in 


Selected developing South Asian economies and the Islamic 


Republic of Iran. Annual percentage change in real GDP per capita, 1981- 


1984 


(Percentages) 


2 GNP per capita. 
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Iran, Pakistan 
Islamic 
Republic 


1981 


1982 


1983 


1984 


| 


Sri Lanka 


1982/83. Food grain production - 
showed the most impressive gains; 
its output in 1983/84 at 150.6 
million tons was over 17 per cent | 
above that of the 1982/83 level and _ 
over 14 per cent higher than the 
previous peak output in 1981/82. 
Owing to strong intersectoral | 
linkages, industrial production was : 
favourably affected by the recovery — 
in agriculture and recorded a 5.5 
per cent growth in 1983/84 
compared with 3.9 per cent in the 
previous year. As a result, the | 
overall GDP growth in India was | 
estimated at about 8 per cent and 
ver capita income at about 6 per 
cent, an unprecedented achievement ~ 
in Indian economic growth (Figure © 
1.5). ; 
The breakthrough in agricul- 
ture, especially in food grains, 
though largely due to favourable — 
weather conditions, was aided con- ~ 
siderably by the expansion in the — 
use of chemical fertilizer and irriga- 
tion. Fertilizer offtake increased 
by 21 per cent in 1983/84 to 6.4 
million tons, while the irrigated area _ 
had expanded at 2.5 million hectares 
per year during the past two years. — 
In addition, an increase in the — 
procurement prices of wheat and © 
rice in 1983/84 by 7-8 per cent — 
provided incentives to farmers. In ~ 
1983/84 the output of rice rose 
above 54 million tons for the first — 
time. Among other crops, the — 
production of oilseed increased by 
about 2.9 per cent to 9.9 million — 
tons, spurred on by the rising prices 
of edible oil. In contrast, the 
production of sugarcane declined 
by 9 per cent mainly owing to a 
decline in the area sown following 
two years of bumper production 
and low sugarcane prices. 

Industrial production in India 
continues to be unfavourably 
affected by a number of supply 
constraints, especially in power and 
transport. Manufacturing output 
picked up in the second half of 
1983/84, owing to the revival of 
both domestic and external demand. 


t 


| Domestic demand received stimulus 
' from the recovery in agricultural 
output, while the latter benefited 
_ from the recovery in the developed 
‘economies. The rate of industrial 
_ growth (including mining) in 1983/ 
F| 84 was 5.5 per cent, compared 
_ with 3.9 per cent in the preceding 
| year; in manufacturing, the growth 
' rate accelerated from 2.5 per cent 
_ in 1982/83 to 4.4 per cent in 1983/ 
_ 84, with the rate in the last quarter 
_ reaching 6.8 per cent. 
i Among infrastructure facilities, 
hi power generation continued to be 
_ affected in 1983/84 by the drought 
_ and the inadequate replenishment 
_ of reservoirs until the latter half 
| of the fiscal year. However, hydro- 
| electric power generation, which 
| had fallen by 2.8 per cent in 1982/ 
83, rose by 3.4 per cent in 1983/84. 
_ Also, thermal power generation 
_ expanded by 10 per cent. Total 
_ electricity generation increased by 
7.5 per cent compared with 6.6 
per cent in 1982/83. 
| A major favourable develop- 
' ment in India during the last few 
years has been the growth in 
domestic crude oil production, 
_ which has considerably reduced oil 
_ imports, even though the petroleum 
| use-intensity of GDP has not 
declined. The reduction in net oil 
imports from about 24 million tons 
in 1980/81 to 14 million tons has 
been a major factor in keeping the 
balance-of-payments position under 
control. 

India’s external payments 
position in 1983/1984 was streng- 
thened by the success in increasing 
domestic oil production, and by an 

' unusually large inflow of deposits 
into foreign currency accounts in 
Indian commercial banks. As a 
result, foreign exchange reserves 
increased substantially in the course 
of 1983/84. In recognition of the 
rapid improvement in the balance 
of payments, India voluntarily 
terminated the Extended Fund 
Facility (EFF) arrangement with 
IMF in May 1984, having drawn a 


total of SDR 3.9 billion from the 
SDR 5 billion originally made 
available under the three 
arrangements entered into in 
November 1981. 

The rate of inflation for 1983/ 
84 was 9.3 per cent according to 
the wholesale price index and 11.2 
per cent according to the consumer 
price index, both representing an 
acceleration in inflation compared 
with 6.6 and 9.8 per cent respec- 
tively in 1982/83. 

The acceleration in inflation in 
1983/84 despite a bumper 
agricultural crop is not easy to 
explain. A part of the explanation 
lies in the lagged effect of a bad 
agricultural year spilling over into 
1983/84. This was an important 
reason why prices continued to rise 
in the first half of 1983/84. 
Consequent on the bumper 
agricultural crop of 1983/84 cereal 
prices declined by about 10 per 
cent in the second half of 1983/84 
after rising by 5 per cent in the first 
half, so that over the year 1983/84 
as a whole they declined by about 
5 per cent. However, the main 
source of inflation seems to be in 
the rise in prices of non-grain food 
items, such as pulses, edible oil, 
sugar and milk, the output of which 
did not increase and which, despite 
their low weight in the consumer 
price index, accounted for over 55 
per cent of the total rise in prices 
during 1983/84. 

Pakistan’s economy, which 
grew at a relatively faster rate 
among those in South Asia, 
especially during the previous five 
years, suffered a set-back in 1983/ 
84 due to the failure of its two 
main agricultural crops, wheat and 
cotton, which resulted in a 4.6 per 
cent fall in value added in 
agriculture. This fall notwithstand- 
ing, a 4.4 per cent GDP growth was 
achieved in 1983/84; the economy 
grew by 6 per cent in 1982/83. 
The crop failure was due to poor 
weather conditions, inadequate pest 
control in the cotton crop and a 


decline in the use of fertilizer, 
partly due to a rise in price 
consequent upon the withdrawal of 
subsidies. Of the two, the crop 
failure in cotton was more serious 
and had more far-reaching effects 
on industrial activity and the 
balance of payments — according to 
provisional estimates production of 
wheat fell by 11 per cent and 
cotton by 39 per cent. Since in 
recent years Pakistan had become 
surplus in wheat and was in 
possession of sufficient stocks to 
cover the shortfall in wheat 
production, there were no major 
difficulties arising out of the drastic 
drop in wheat production. 

In the manufacturing sector 
growth in output slowed down 
from 8.9 per cent in 1982/83 to 7 
per cent in 1983/84. The slow- 
down in manufacturing was caused 
mainly by a decline in the output 
of yarn, cotton cloth and sugar, 
resulting from a decline in cotton 
and sugarcane production. A 
strong resurgence in the con- 
struction sector stimulated the 
demand for cement, the output of 
which grew by 13.5 per cent, which 
kept the manufacturing sector’s 
growth rate from falling further. 

A major constraint on the 
growth of the economy, especially 
the manufacturing sector, has been 
the scarcity of infrastructure 
facilities, particularly in the energy 
sector. The output of the energy 
sector has not kept up with the 
rising demand, and the electric 
power sector has been under severe 
strain. Owing to low output of 
hydroelectric power during winter 
months and a shortage of natural 
gas for fuel in thermal power plants, 
energy conservation and _ severe 
load-shedding measures had to be 
adopted in most of northern 
Pakistan. In the southern zone an 
excessive use of furnace oil and 
diesel oil in the absence of natural 
gas caused forced outage of some 
generating units and led to similar 
supply interruptions. 
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Pakistan’s normally comforta- 
ble balance-of-payments position in 
recent years came under severe 
strain during 1983/84. Slow 
growth of exports and a decline in 
workers’ remittances, as well as 
larger imports of essential commod- 
ities and payments on account of 
services, contributed to a substantial 
increase in the deficits on current 
account in the balance of payments: 
from $558 million in 1982/83 to 
$1,029 million during 1983/84. 
The 1982/83 figure was excep- 
tionally low partly because of 
certain favourable factors, including 
a throw-forward to 1982/83 of 
certain receipts from 1981/82 when 
the current account deficit peaked 
at $1,610 million. 

The rise in the deficit on 
current account by $471 million 
was attributed to the rise in the 
deficits on trade and on service of 
$371 million and $101 million 
respectively and a decline in net 
private transfers of $25 million. 
The rise in the trade deficit was in 
large part a consequence of the 
-failure of the cotton crop. Exports 
of raw cotton and cotton yam 
declined by over $200 million, 
though this was partly compensated 
for by an increase of $70 million in 
cotton textiles exports. Non-cotton 
exports expanded by 6 per cent in 
1983/84. A part of the increase in 
imports was also indirectly attribut- 
able to the failure of the cotton 
crop, as 64 per cent of the increase 
was accounted for by an increase in 
edible oils to substitute for the 
shortfall in the domestic 
production of oil out of cotton 
seeds. Besides edible oil, imports of 
tea (mainly because of higher 
prices) and non-oil intermediate 
goods increased, while imports of 
petroleum and fertilizer declined. 

Pakistan’s balance-of-payments 
problems have been aggravated in 
recent years, in common with those 
of other developing countries, by 
diminished net capital inflows. 
This has been a result of two 
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factors: first, the composition of 
capital inflows has changed in 


_ favour of non-concessional loans, 


and secondly the growth of gross 
inflows has slowed down. Net 
transfers, as a proportion of gross 
disbursements, fell from 76 per 
cent in 1974/75 to 30 per cent in 
1980/81 and to a record low of 26 
per cent in 1983/84. At the same 
time, the proportion of non-project 
assistance declined from 71 per 
cent in 1974/75 to 21 per cent in 
1980/81. Some relief has since 
become available on this score 
through disbursements from a 
fertilizer imports credit and a 
structural adjustment loan from the 
World Bank. More recently in 1984 
the World Bank pledged a $100 
million sector loan to improve 
Pakistan’s capacity in project 
implementation. Pakistan’s out- 
standing foreign debt exceeds $10 
billion and gross disbursement 
declined in 1983/84 by about 7 per 
cent from the 1982/83 flow. Debt 
service payments as a proportion of 
foreign exchange earnings 
(including remittances) increased 
from 9.6 to 11.6 per cent and asa 
percentage of exports from 24.1 to 
28.7 between 1982/83 and 
1983/84. 

In recent years the Government 
has made strenuous efforts to 
increase investment in the manufac- 
turing sector, which has stagnated 
in real terms since the late 1970s 
when the Government embarked on 
a policy of reducing the share of 
public investment. The investment/ 
GNP ratio has also not risen much 
above 15 per cent; in 1983/84 it 
declined slightly from 15.6 to 15.3 
per cent. Policies to encourage 
the private sector to undertake 


investment have been further 
streamlined and sanctioning 
procedures have been further 
liberalized. All industries, with 


the exception of a few considered 
vital to national or security 
interests, have been opened for 
investment by the private sector. 


During 1983/84 inflationary 
pressures re-emerged after having 
remained subdued at a very low 
inflation rate of 4.5 per cent during 
1982/83. The consumer price 
index rose by 8.5 per cent, while 
the wholesale price index rose by 
10.5 per cent. The proximate 
cause for the rise in consumer 
prices was the increase in the prices 
of domestic agricultural products, - 
such as potatoes and onions, and 
of imported commodities, such as 
tea and edible oil, for which 
domestic prices rose because of 
both a rise in dollar prices and the 
appreciation of the United States 
dollar in terms of rupees. Addi 
tional pressure on wholesale prices 
was created by monetary expansion 
to provide credit for building large 
stocks of sugar and fertilizer. : 

Sri Lanka’s average growth 
tate of GDP of nearly 6 per cent in| 
the years 1978 to 1982 declined 
during the last two years. In 1983, 
the real GDP in Sri Lanka grew by 
4.9 per cent. GNP in 1983 showed 
a growth of only 4.1 per cent_ 
because of an outflow of net factor ~ 
incomes abroad in the form of 
interest payments on foreign loans. ~ 


little over 5 per cent in value added © 
in agriculture. However, there were - 
wide variations in the growth rates 
of various crops: tea and coconut 
output declined by 4.5 and 8.2 per 
cent respectively, owing to adverse 
weather conditions; paddy output | 
grew by 14.7 per cent, the highest 
recorded so far. Rubber output 
showed a growth of about 8 per 
cent. ' 
Industrial output increased by 
2 per cent in 1983, compared - 
with 9 per cent in 1982. The 
industrial sector faced over 
difficulties: first, protective ; 
measures, such as tariff and non-~ 
tariff barriers in developed coun-— 
tries, continued to inhibit growth — 
of exports of such industries as 
garments and leather products; 


' resulted in 
- consequent upon the destruction of 
' machinery and equipment, curfews 
' and short working hours; thirdly, 
_ power shortages as a result of 


showed 


a 


_ export prices 


secondly, the ethnic disturbances 
production losses 


drought and a decline in hydro- 


_ power generation. 


The construction sector grew 


' by 1 per cent in 1983 in contrast to 
_ negative growth in value added in 


the previous two years. This 


_ upturn in construction activity was 


primarily associated with the high 
level of expenditure under the 
Mahaweli project. The services 


_ sector was badly affected by the 


disturbances in July. Tourism bore 
the brunt of these losses; tourist 
traffic declined by 17 per cent. 

Sri Lanka’s balance of payments 
some improvement in 
1983. With oil prices declining, and 
for Sri Lanka’s 
principal commodities substantially 
higher, the terms of trade which 
had been deteriorating since 1977 
improved by 16 per cent. Measured 
in SDRs, tea export prices increased 
by 38 per cent, while the prices of 
rubber and coconut products in- 
creased 18 per cent on the average. 


_ However, the volume of exports of 


tea, rubber and many minor 
agricultural and industrial products 
declined. 

Outlay on imports, which has 
been growing steadily in recent 
years, actually declined in 1983, 
though only marginally (1 per cent) 
in terms of SDRs. With continuing 
high levels of imports of 
intermediate goods, which were 
nearly equal to export earnings, and 
of capital goods, the outlook for 
the balance of payments will 
depend on substantial industrial 
restructuring leading to further 
import substitution and on higher 
export earnings. 

As a result of the sharp rise in 
export prices, the current account 
deficit as a ratio of GDP declined 
from 12 per cent in 1982 to 9 per 
cent in 1983. The deficit in the 


services account widened further 
than in 1982 owing to a fall in 
earnings from tourism and a sharp 
rise in interest payments abroad. 

The rapid growth of external 
debt to finance persistently large 
current account deficits in the 
balance of payments has been a 
source of much concern during the 
last few years. The build-up of 
external liabilities, especially those 
of short maturity, severely handi- 
caps the management of the 
balance of payments and the 
exchange rate. In 1983, there was a 
significant deterioration of the debt 
profile. The debt service to export 
earnings ratio increased to nearly 
22 per cent. 

There was a marked slow-down 
in the growth of gross domestic 
fixed capital formation in 1983 
when it increased by 16 per cent in 
comparison with 30 per cent in 
1982. This was due in part to the 
cessation of new _ investment 
projects in the public sector. It 
may have also been influenced, to 
some extent, by uncertainty in the 
private sector in the wake of the 
ethnic disturbances. 

The overall budgetary deficit 
(before grants) increased from less 
than 8 per cent of GDP in 1977 to 
over 17 per cent in 1982, with a 


‘peak of 23 per cent in 1980. In 


1983, central government finances 
improved markedly, mainly as a 
result of measures to raise revenue 
and contain investment outlays. As 
a result, the central government 
deficit (before grants) declined by 4 
percentage points to about 13 per 
cent of GDP. 

Relatively low price inflation 
which was achieved in 1982, after 
the high price increases reached in 
1980 and 1981, continued well into 
the first half of 1983. However, by 
the middle of 1983 prices started 
climbing. The average rate of price 
increase for the year as a whole was 
about 14 per cent in 1983, com- 
pared with 10.8 per cent for 1982. 

Many factors were instrumental 


in bringing about this sharp increase 
in the cost of living index. Most 
items in the food basket, which has 
a weight of 67 per cent in the 
index, went up in price. Flour, 
bread, bus fares and kerosene, the 
only remaining items under 
“administered prices”, the prices of 
which were out of line with costs, 
were revised upwards by substantial 
amounts. The depreciation of the 
exchange rate was another reason 
for these changes. A further factor 
was the higher rates and increased 
coverage of turnover taxes 
prescribed in the March 1983 
budget. Finally, there was a rapid 
expansion of credit to stimulate 
exports, and an increase of credit 
to the private and co-operative 
sectors to meet extra credit needs 
for rehabilitation after the ethnic 
disturbances in the latter half of the 
year, which helped accelerate the 
rising trend of prices. 

The economy of the Jslamic 
Republic of Iran, which showed a 
strong upturn in 1982/83 with an 
increase in oil production, con- 
tinued to grow, but at a much 
slower pace in 1983/84. The rate 
of growth of real GDP in 1983/84 
was estimated at 3 per cent. The 
oil sector was the main stimulus, 
with a growth rate of 6.1 per cent. 
Industrial growth was the same as 
that of GDP, while agriculture and 
services grew about 2 per cent. 

The industrial sector growth 


‘was largely due to an increase in 


output of public utilities, such as 
water, electricity and gas. Manu- 
facturing output remained badly 
affected by shortages of raw 
materials, spare parts and man- 
power. Output in manufacturing 
industries, such as footwear and 
apparel, wood products and non- 
metallic mineral products have 
shown some improvement in recent 
years. Attempts to launch major in- - 
dustrial projects in petrochemicals, 
iron and steel, electric power and 
gas distribution, have been badly 
affected by a shortage of funds. 


we) 


Attempts are also being made to 
revive some of the industrial 
projects that were badly affected 
at the outset of the Gulf war. 

Despite high priority accorded 
to agriculture, its performance has 
not been satisfactory. This has 
been due partly to a lack of a clear 
stance on major policy issues, such 
as land reform, which has continued 
to be debated by the Majlis. In the 
meantime, the need to expand 
agricultural output has resulted in 
the re-emergence of modern large- 
scale farming. The Government has 
also adopted policies guaranteeing 
farm output prices and providing 
bonuses and subsidies to farmers 
for raising agricultural output. The 
output of wheat and most other 
crops, except cotton, has continued 
to increase. However, imports of 
food grain continue to be one of 
the most important charges on the 
country’s foreign exchange 
earnings. 

The economy has experienced 
high rates of inflation. Official 
estimates put it at 20 per cent 
during 1983. The rate is probably 
higher in large urban centres such as 
Tehran. The low growth of 
domestic output, a _ substantial 
curtailment of consumer goods 
imports and _ bottle-necks in 
transport and shipping are among 
the factors making it difficult to 
contain inflationary pressures. 
Essential goods such as meat and 
wheat continue to be subsidized to 
protect the consumption levels of 
the low-income urban population. 

Export of oil continues to be 
the main source of foreign 
exchange, domestic income and 
government revenue. In 1983, the 
export of oil rose to 2.4 million 
barrels per day (mbpd), compared 
with 2.1 mbpd in 1982/83, 
slowing down to 2.3 mbpd in the 
first quarter of 1984. Non-oil 
exports, amounting to about $2 
billion, constitute less than 10 per 
cent of the Islamic Republic of 
Iran’s_ total export receipts. 
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Consisting mainly of carpets, dry 
fruits and cotton, they have faced 
stiff competition from neighbour- 
ing countries, such as _ India, 
Pakistan and Turkey, and have 
tended to stagnate. 

Imports have continued to rise 
in volume, which doubled in 
1983/84 compared with 1982/83. 
Besides defence equipment, the 
main import items are industrial 
raw materials, transport equipment 
and machinery and foodstuffs. In 
the first quarter of 1984, when oil 
exports declined owing to a further 
weakening in demand, imports 
especially for the private sector had 
to be severely curtailed. 


2. Outlook for 1984/85 


In Burma, the annual plan for 
1984/85 aims to achieve growth 
rates of 6.3 per cent in GDP, 4.6 
per cent in agriculture, 19.1 per 
cent in mining and 11.1 per cent in 
manufacturing and processing, and 
3.4 per cent in per capita income. 

The Jndian economy is ex- 
pected to fall back to its more nor- 
mal growth rates of 5-5.5 per cent 
during fiscal 1984. After achieving 
a growth rate of 14 per cent in 
1983 over the drought-affected 
growth rate of 1982, only a 2 per 
cent growth rate is expected in 
agriculture, despite a further 
expansion of irrigation capacity by 
2.5 million hectares and a 10 per 
cent increase in the supply of 
fertilizer. Prospects for industrial 
growth in the current fiscal year, 
however, are much more favourable. 
Total power generation, often a 
bottle-neck for industrial expansion, 
is likely to be higher than in 
previous years while two consecu- 
tively good crop years are expected 
to generate a buoyant domestic 
demand. The recovery in developed 
countries is also expected to have 
some positive effect on the external 
demand for India’s industrial goods. 
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A growth rate of 7.5 per cent is) 
expected in the industrial sector. i 

Together with its exceptionally 
strong domestic economic per-| 
formance, India has been successful) 
in making adjustment to external 
payments difficulties in recent 
years. However, it will not be easy 
to ensure a continuation of such’ 
performance in the future, for 
two important reasons. First, 
India’s successful external adjust- 
ment thus far has been greatly 
helped by its ability to increase 
domestic oil production in the past 
five years. Although oil production : 
will continue to increase, the rate © 


of growth in the next five years is 
expected to be much lower. 
Secondly, in the past few years ‘| 
India, along with other low-income _ 
developing countries, has expe: 
rienced a shift in the structure 
of external financing away from— 
long-term concessional _ flows 
towards medium-term non-— 
concessional flows. Debt service 
payments arising from these flows 
are expected to be high in the rest — 
of the decade. The prospects for 4 
concessional flows also appear very _ 
unfavourable. The external _ 
payments position will pose 
problems in the years ahead. 
The slow growth of the 
economy of Pakistan in 1983/84 is 
likely to prove a deviation from its | 
more robust performance in earlier — 
years. Agricultural production is 
officially forecast to grow at 10.2 — 
per cent in 1984/85. Measures are — 
being taken to protect the cotton — 
crop against pest attack, which — 
heavily damaged it in 1983/84. 
The new crop output is expected to 
be close to that obtained in 
1982/83. Manufactures, which 
were also partly affected by the 
slow-down in agriculture, are also 
forecast to grow at a faster rate of 
9.5 per cent, while other sectors are 
projected to grow at 6.5 per cent. 
On these assumptions, a GDP 
growth rate of 8.5 per cent has 
been forecast. The rate of growth 


: 
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. 
| 
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| of 7.5 per cent in the GNP, though 
_ higher than that of last year, would 


be lower than that of the GDP for 


| the first time in many years, as net 


“factor incomes from abroad are 


| likely to decline. 
Exports are projected to 
increase by 14 per cent, with the 


| resumption of cotton exports and 
/an increase in cotton products 
| exports. 


Imports are forecast to 
grow at a lower rate of 10 per cent, 


provided import prices of major 


commodities remain stable. If 


petroleum prices go down, import 


growth may be lower. The pros- 


_ pects, on the whole, are for an 


unchanged or lower deficit in the 
current account of the balance of 
payments. Some slight increase in 
net long-term capital is expected 
and would reduce the deficit to be 
financed by a change in reserves. 

In Sri Lanka, according to 
tentative estimates, GDP is 
expected to grow at about 5 per 
cent in 1984 and 6 per cent in 
1985. There will be a high rate of 
growth in agriculture, both planta- 
tion and other crops. The industrial 
sector will grow at a high rate, 
particularly as the rehabilitation of 
disrupted industries following the 
ethnic disturbances will have been 
completed by then. However, the 
growth of tourist sector is expected 
to remain slower than earlier. 

According to present projec- 
tions, the balance-of-payments 
picture for 1984 is expected to 
improve significantly. The current 
account deficit as a percentage of 
GDP will decline from 12.4 per 
cent in 1983 to 5.3 per cent in 
1984, largely as a result of the 
boom in tea prices. Private transfers 
consisting mainly of workers’ 
remittances from abroad are 
estimated to reach SDR 290 million 
in 1984 as compared with SDR 275 
million in the previous year. 
However, earnings from tourism 
decreased from SDR 45 million in 
the first half of 1983 to SDR 26 
million in the first half of 1984. 


B. EAST AND SOUTH-EAST 
ASIA 


1. Recent economic performance 


The economies of East and 
South-East Asia are among a small 


group of developing countries 
and areas that have displayed 
remarkable dynamism and 
resilience in recent years. They 


have not been daunted by the 
worsening external environment 
and have made their economic 
performance, particularly in the 
export of manufactures, the envy 
of even some developed countries. 
In 1983 and 1984, these 
economies, on the whole, benefited 
from the economic recovery in the 
developed world, especially the 
United States, to a far greater 
extent than their developing 
counterparts in other regions. 
Their better performance was aided 
by the considerable adjustments 
that they had undertaken during 
the harsher period of recession and 
the flexibility in economic manage- 
ment that they had learned to 
practise during that period. In 
general, the countries and areas of 
this subregion have used this change 
in their fortunes to reduce their 
current account deficits and streng- 
then their reserves, rather than to 
accelerate foreign borrowings, 
which their enhanced  credit- 
worthiness has made possible. In 
the general environment of 
uncertainty about prospects for 
continued growth in the developed 
countries and an increase in pro- 
tectionist trends therein, these 
economies have been forced to take 
a closer look at their industrial 
structure with a view to developing 
industries that have greater access 


to export markets. Industrial 
restructuring is a continuous process 
for economies that wish to 


remain competitive in international 
markets and are sensitive to the 
changes in international demand, 
relative scarcities in resources and 
developments in technology. The 


‘the recession in oil prices. 


region’s newly __ industrializing 
economies, especially the Republic 
of Korea and Singapore, have 
made considerable strides in these 
directions. They also experi- 
enced the most robust growth in 
aggregate and per capita income in 
the subregion during 1983 (Figure 
1.6). 

Most countries and areas of the 
subregion have gone through a 
period of painful adjustment to the 
external shocks in recent years, 
especially the second oil shock and 
the prolonged recession. These 
shocks created serious financial 
problems, upsetting both the 
balance of payments and govern- 
ment fiscal budgets, thereby 
making the tasks of economic 
management extremely difficult. 
Many difficult decisions had to be 
taken to revise government 
expenditure downward. A number 
of ambitious projects, conceived in 
a better financial environment, had 
to be given up. The financing of 
large external deficits on ‘the 
harshest terms, as concessional 
flows got scarcer, have increased 
the external debt burden. At the 
same time as the service burden 
debts were increasing, opportunities 
for export were restricted by the 
emergence of protectionism in 
developed countries. Two oil- 
exporting countries of the sub- 
region, Indonesia and Malaysia, 
faced additional difficulties with 
The 
cushion that their oil resources had 
provided against external shocks 
proved inadequate, and they too’ 
were forced to undertake similar 
adjustment policies, though with 
some lag. 

In Hong Kong, GDP increased 
by 5.2 per cent in 1983 (Table I.10 
on p.29) spurred by a strong revival 
in exports, which grew at 4.6 per 
cent. This acceleration of export 
growth, due mainly to the strong 
recovery in the economy of the 
United States, has given renewed 
strength to the manufacturing 
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Figure 1.6. Selected developing East and South-East Asian economies. 
Annual percentage change in real GDP per capita, 1981-1984 


(Percentages) 
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sector. However, capital formation 
has remained weak because the 
real estate market has continued 
to suffer from over-supply and 
high interest rates, and investors 
have been reluctant to make 
commitments on new projects. 
Total investment declined by 
8.1 per cent. Consumption 
spending grew at 9.5 per cent, 
suggesting that higher export 
proceeds were spent onconsumption 
rather than investment. Govern- 
ment spending has been subdued 
under budget constraints. 

Prices remained relatively 
stable until the fourth quarter of 
1983, when a sharper devaluation 
of the currency pushed prices 
higher by about 10 per cent. The 
effect of a devaluation on Hong 
Kong prices is direct and imme- 
diate as the colony must import 
virtually all of its consumption 
goods either in raw or semi- 
finished form. Prospects for 
stability in the financial sector 
have brightened = since __ the 
Government adopted certain 
measures in mid-October 1983, 


when the Hong Kong dollar plunged ° 
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of Korea 


to a rate of $HK 9.55 to $1. Inan 
effort to stop this rapid depreciation, 
the Government pegged the Hong 
Kong currency to the United States 
dollar at the rate of $HK 7.80 to 
one dollar and abolished the 10 per 
cent withholding tax on interest 
earnings from Hong Kong dollar 
deposits to stimulate demand for 
the domestic currency. Although 
the Hong Kong dollar is now not 
expected to depreciate further, 
inflation will continue to be fueled 
by rising real wages. 

Export performance remains 
the bright spot in Hong Kong’s 
economy. The merchandise trade 
deficit narrowed to $2 billion from 
$2.6 billion in 1983, while the 
current account deficit fell to $627 
million from $1.1 billion. The 
revival in exports led by shipments 
to the United States and China has 
contributed to an improvement in 
both the trade and current account 
balances. 

Largely as a result of falling 
revenue from land sales, budgetary 
deficits loom large in Hong Kong’s 
budget estimates. The deficit rose 
to $HK 3.3 billion in 1983 but is 


expected to fall to $HK 1.1 in 
1984, as a result of a number of i 


measures affecting both revenue 
and expenditure. 

The growth of the economy of | 
Indonesia in 1983 was adversely 
affected by two main factors. 


First, as in 1982, weaknesses in the 
oil market resulted in a reduction | 
of oil revenue, because both output i 


and prices declined. A 14 per cent’ 
drop in oil revenue, on which 


Indonesia is dependent for more 
than one fifth of GDP and 70 per | 
cent of foreign exchange earnings, 


as well as two thirds of government | 
revenue, resulted in GDP growth | 


of only 4.2 per cent — about half | 
the average growth rate during the” 
1975-1981 period. Secondly, the 
prolonged drought of 1982 affected _ 
the 1983 agricultural crop by» 
delaying planting. Growth rates in| 


agriculture of 4.8 per cent in 1983- 


and 2.1 per cent in 1982 were well 


below the trend. Non-oil exports. 
recovered substantially in 1983, 
partly due to the stimulus of 


\i 
| 


improved conditions in the world 


economy. 

Because of the openness of the: 
economy, Indonesia’s overall 
growth is greatly affected by | 
fluctuations in its balance of 
payments. During 1983 there was) | 


continued pressure on the balance — 


| 


| 


of payments, and the rupiah was) 


devalued by 27.5 per cent in March ~ 
1983. In addition, several develop- 
ment projects, including five major ~ 


capital-intensive projects, were’ 
either rephased or cancelled to 
reduce planned expenditure by’ 


about $10 billion over several years,, _ 


one third of which during the first | 


year. 
Among the many 

taken by Indonesia to reduce the! 

economy’s dependence on the oil 


steps) | 


sector were a number of measures 


to reform the financial sector and’ 


to improve the fiscal machinery. 


The major state banks 


were. 


permitted to determine their own | 
lending and deposit rates, and credit 
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ceilings were replaced by indirect 
controls over monetary expansion 
through reserve. money manage- 
ment. In addition to the measures 
of fiscal austerity introduced in 
1982, measures were adopted in 
late 1983 to overhaul personal and 
corporate taxes and to introduce a 
broadly-based value added tax. 
These measures were intended to 
infuse dynamism to the economy 
and to reduce its heavy dependence 
on the oil sector for government 
revenue. 

These measures have begun to 
have positive effects on the balance 
of payments and public revenue. 
Imports fell from $5.2 billion in the 
first quarter to $3.3 billion in the 
fourth quarter of 1983 and to $3.2 
billion in the first quarter of 1984, 
37 per cent lower than in the first 
quarter of 1983. Non-oil exports 
showed a strong recovery of 27.4 
per cent between the two quarters. 
However, the balance-of-payments 
deficit on goods and _ services 
account widened to $6.6 billion in 
1983, largely due to a decline in oil 
exports.” 

The reduction in imports in 
1983 had adverse effects on invest- 
ment and on the growth of GDP 
in 1983. Government expenditure, 
which accounted for nearly a 
quarter of GDP, grew by a mere 3 
per cent in 1982/83 with current 
expenditures almost frozen at the 
previous year’s level. In the 1983/ 
84 budget year government expen- 
diture increased by 27.5 per cent, 
with a 34.5 per cent growth in 
development expenditure.? How- 
ever, as a result of the new fiscal 
and financial reforms, the rising 
trend in the ratio of fiscal deficit to 
GDP was arrested and the pace of 
credit expansion slowed down 
considerably. Despite the devalua- 
tion and a reduction in subsidies, 


2 Figures are from Indonesia, Bureau 
of Statistics, Monthly Statistical Bulletin 
(Jakarta, June 1984), Tables 5.1.1 and 
5 2. 


2 Ibid., Tables2.3 and 2.4. 
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inflation remained comparatively 
moderate at around 12 per cent, 
mainly because of fiscal austerity 
measures and weak domestic 
demand. 

The world economic recession 
considerably slowed down growth 
in Malaysia in the 1980s, with 
the growth rate in GDP at its lowest 
in 1982. In 1983 economic 
recovery in Malaysia was modest. 
The 5.8 per cent growth in GDP 
was higher than that in 1982 by 
only 0.2 percentage points. 
Growth in the agricultural sector 
fell to 0.5 per cent largely due toa 
fall in palm oil production, which 
recorded a phenomenal growth in 
1982. Growth in the industrial 
sector picked up to 9.3 per cent 
and .of the manufacturing sector 
to 6.0 compared with 4.8 and 3.8 
per cent respectively in 1982. 
Exports of manufacturing products 
such as transport equipment, 
electrical goods and wood prod- 
ucts increased much faster in 
1983 than in 1982, stimulated by 
buoyant external demand, espe- 
cially from the United States. 
Construction activity, sustained 
mainly by the construction of large 
commercial buildings and hotels, 
achieved a 15 per cent growth, 
making up to some extent the slow 
growth in agriculture and industry. 

Exports grew at 17.5 per cent, 
compared with 2.3 per cent in 1982. 
Output in trade, transport and 
finance grew at 7.1, 11.6 and 7.5 
per cent respectively. The slower 
growth of 4 per cent in public 
administration in 1983 compared 
with 7.5 per cent in 1982 was the 
result of government policies 
restraining public expenditure in 
the face of growing resource 
constraints in the public sector. 

Malaysia’s economic recovery 
during 1983 was led by external 
demand, which is expected to have 
remained strong in 1984 as well. 
According to estimates, export 
demand increased by 15 per cent in 
1983, private consumption expen- 


ditures and private investment © 
real terms by 3.5 and 6.2 per cei 
respectively. The rate of growth ¢ 
public consumption in real tern 
fell from 14.3 per cent in 1982 t) 
3.5 per cent in 1983, while pub 
investment expenditure declined 
11.1 per cent in 1983. Governmer 
efforts have been directed at keep 
ing growth in current expenditur 
to a minimum. The Governmer 
also decided to postpone thi 
implementation of several new 
development projects and ti 
reschedule some of the project! 
that were under implementation. 

The reduction in public expen) 
ditures is part of the Government” 
policy to deal resolutely with the 
external and internal deficits. Thesw 
deficits arose with the Government’) 
efforts to counteract the recession 
by expansionary policies. In 1987 
the deficit on current account ir 
the balance of payments was 12.4) 
per cent of GNP, and there was ai 
overall public sector deficit of 21! 
per cent of GNP. With restraints or 
public sector expenditure and ar 
increase in sales and service taxes) 
the public sector deficit declined’ 
marginally as a proportion of GNF 
in 1983. The deficit on current’ 
account in the balance of payments: 
declined to 10 per cent of GNP in) 
1983. Export earnings increased 
partly on account of some recovery’ 
in commodity prices, the beginning: 
of gas exports to Japan, and 
increased oil exports. Nevertheless, 
the large current account deficit: 
necessitated substantial borrowing. 
Although Malaysia’s foreign debt is} 
still modest (under $8 billion) and. 
its credit-worthiness high, there is) 
some concern about the rising trend 
in external debt, especially in view 
of the difficulties faced by large 
borrowers in recent years. 

A major cause for concern in 
Malaysia is the rising deficit on the 
invisible services account, which 
continues to swamp gains made in 
the merchandise account. The 
deficit on invisibles in 1983 


{ “nereased by 32 per cent. Interest 
' oayments abroad have increased 
sharply during recent years. As a 
-esult, net remittances of invest- 
ment income (including dividends) 
-vose sharply by 60.4 per cent in 
/1983 against a growth of 28.1 per 
sent in 1982.4 
For the Philippines 1983 wasa 
_ year of seething economic troubles. 
GDP grew by 1 per cent over 1982. 
_ At the heart of the economic diffi- 
culties in the Philippines were the 
limits on access to foreign capital, 
‘on which — the country had 
depended heavily to finance its 
balance-of-payments deficits and 
some of its major development 
projects. These difficulties in part 
were the result of a deteriorating 
external environment faced by large 
debtor countries with a high 
‘proportion of commercial loans. 

The external difficulties were 

worsened by a severe drought in the 
‘Philippines, which resulted in a 
decline of agricultural output by 
2.1 per cent in 1983. Weak internal 
cand external demand caused virtual 
stagnation in the industrial sector 
and only the service sector showed 
‘some growth. Public investment 
declined by 19 per cent and was 
accompanied by a similar fall in 
inventory accumulation. A 10 per 
cent increase in private investment 
reduced the decline in total invest- 
ment to 4.4 per cent from the 1982 
level. 

The demand for the major 
exports, including copper, coconut 
products, sugar and forest products, 
was weak and exports fell by 5 
per cent. With an imports cut-back 

of 2 per cent, the trade deficit 
nearly stabilized in 1983. The 
current account deficit improved 
from $3.2 billion in. 1982 to $2.8 
billion in 1983. However, the 
overall balance-of-payments deficit 
increased from $0.7 billion in 1982 
to $2.3 billion in 1983. Foreign 
exchange reserves fell to $761 


é Malaysia, Bank Negara Malaysia, 
Annual Report 1 983 (30 March 1984), 


million at the end of 1983, com- 
pared with the peak level of $2.3 
billion in 1980. 

In 1983, it became necessary 
to take severe steps to correct 
these domestic and _ external 
imbalances. Some of the important 
measures included a 27 per cent 
devaluation of the currency, a 
request for a 90-day moratorium 
on payments of the principal 
components of commercial debt, 
negotiations for debt rescheduling 
within the framework of an IMF 
adjustment programme, and 
negotiations for converting some 
programme loans into commodity 
loans to finance critical imports. 
Other measures were to increase 
reserve requirements on _ bank 
deposits from 18 to 23 per cent, 
to increase excise taxes on tobacco 
products, to advance import duty 
payments, to increase government 
fees and charges and to impose an 
8 per cent ad valorem tax on 
imports. As a result of reduced 
government expenditure and the 
new fiscal measures enumerated 
above, the budgetary deficit de- 
clined from 4.3 per cent of GNP 
in 1982 to 1.7 per cent in 1983. 
Inflation for the whole year was 
maintained at 12 per cent because 
of low rates during the first half 
and in spite of a surge from 10.3 
per cent in October to 26.1 per 
cent in December 1983. 

In 1983, real GNP in the 
Republic of Korea rose by 9.3 per 
cent following an increase of 5.5 
per cent in 1982. The more rapid 
growth was mainly a consequence 
of domestic factors during the first 
half of the year, and it was 
supported by increasing demand 
from abroad in the second half 
(Box 1.4). Total construction 
output grew by over 20 per cent in 
1983, partly reflecting preparations 
for the 1988 Olympics. Gross 
capital investment was almost 11 
per cent higher in 1983 than in 
the previous year. 

The inflation rate dipped in 


1983. Tight monetary policy and 
steady prices for imported energy 
goods, especially oil, along with 
restraints on wages and increased 
productivity, contributed to keep 
the inflation low. Food prices 
were stable due to good harvests, 
and commodity prices rose moder- 
ately. The consumer price index 
increased by only 3.5 per cent. 

Despite slow growth in world 
trade and growing protectionism, 
the Republic of Korea’s external 
trade flourished in 1983. While 
exports of goods and services grew 
at a sluggish 5 per cent during the 
first half, expansion in the second 
half reached almost 20 per cent; 
average growth was 11.3 per cent 
for the whole year. This was aided 
greatly by a depreciation of the 
won in relation to the United States 
dollar by 5.9 per cent and buoyant 
demand from the United States. At 
the same time, imports of goods 
and services grew more slowly at 9 
per cent primarily due to a fall in 
oil prices during the period. 
The current account deficit 
declined by about $1 billion to 
$1.6 billion. 

The Singapore economy, with 
the second highest per capita income 
among developing countries of the 
region (next to Brunei Darussalam, 
Box I.5 on p. 34), emerged from 
the recession with a high GDP 
growth rate of 7.9 per cent in 1983, 
compared with 6.3 per centin 1982. 
The recovery of the Singapore eco- 
nomy in 1983 was characterized 
more by a change in the sources of 
growth rather than in its accelera- 
tion. In 1982 the domestic demand, 
led by capital formation (mainly 
public and private construction), had 
provided the main stimulus. In 
1983, the position reversed itself 
to the normal pattern characteristic 
of Singapore’s economy in which 
export demand provided the main 
source of growth. Exports of goods 
and services rose by 5 per cent and 
accounted for 55 per cent of the 
growth in aggregate demand, 


al 


compared with 38 per cent in 1982. 

Domestic demand grew at a 
slower rate, largely due to a slow- 
down in domestic. investment 
activity. Private consumption 
demand grew by 6.4 per cent 
compared with 5.4 per cent in 1982. 
In contrast, gross domestic capital 
formation grew by 8 per cent in 
1983 compared with 23 per cent in 
1982. Although construction 
activity remained buoyant, growing 
at 28.6 per cent in 1983, investment 
in machinery and equipment 
declined by 8 per cent. The slow- 
down was felt in both the public 
and the private sectors. Public 
sector investment grew by 20 per 
cent compared with 43 per cent in 
1982, and private sector investment 
by 4 per cent compared with 18 per 
cent in 1982. In the public sector 


The performance of the economy 
of the Republic of Korea in 1983 
provides an object lesson of how 
flexibility in economic management 
and prompt counteractive measures 
can neutralize adverse changes in the 
external environment and help a 
developing economy to recover quickly 
from these. After a remarkable growth 
performance between 1963 and 1979, 
during which GDP more than 
quadrupled, the economy paused 
during the early 1980s, weighed down 
by the combination of the second oil 
shock, the world recession and a 
serious harvest failure in 1980. The 
average GDP growth rate during 1980- 
1982 was about 3 per cent. The 
average growth rate of GNP fell to 
around 2 per cent. 

In 1983 the economy rebounded 
with the vigour and dynamism 
reminiscent of the 1970s. Propelled 
mainly by a 11.9 per cent increase in 
merchandise exports and a 16.6 per 
cent growth in gross fixed capital 
formation, the economy achieved a 
GDP growth rate of 9.3 per cent, only 
slightly below the average for the 
1970s. This performance was 
remarkable during a period when most 
of the world was barely recovering 
from the prolonged world recession. 
The growth was also commendable as 
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some major infrastructural develop- 
ment projects had been completed. 
In the private sector, reduced 
business optimism slowed down 
investment. 

Industrial growth revived to 
9.8 per cent in 1983 compared 
with 3.2 per cent in 1982. The 
manufacturing sector grew by 2.1 
per cent in 1983 compared with a 
decline of 5.7 per cent in 1982. 
After remaining depressed during 
the first half of 1983, there was a 
sharp turnabout in the second half 
of the year with a growth rate of 14 
per cent. Growth came largely 
from the electrical, electronics, 
and metal engineering industries, 
mainly in response to strong 
demand from the United States. 
The petroleum industry showed 
a modest 2 per cent growth, while 


it was achieved with price stability — 
an inflation rate under 4 per cent, 
compared with an average of 20 per 
cent during 1980-1982. The current 
account deficit fell to less than $2 
billion in 1983 compared with $2.6 
billion and $4.6 billion in 1982 and 
1981 respectively. i 

To regain such growth momen- 
tum, without causing inflationary 
pressures and large balance-of-payments 
deficits, is hard enough for most devel- 
oping economies; to restore the growth 
tate almost to the previous high-water 
mark while substantially reducing infla- 
tion and current account deficits is an 
achievement requiring more than 
ordinary skill in economic management 
and the constant monitoring and 
exploitation of opportunities for 
export growth and domestic 
adjustment. 

The vicissitudes that the eco- 
nomy went through before getting 
back on course in 1983 are, however, 
worth recalling. They can be traced 
back to the late 1970s when the 
economy underwent a period of 
structural transformation from labour- 
intensive export-led industrialization 
to a highly capital-intensive phase. 
This was made possible by massive 
long-term capital flows in the latter 
half of the 1970s as well as by its 


the garment industry, after declir) 
ing for three successive years 
grew by 4 per cent. Amon 
the industries that failed to reviv) 
were textiles, timber and the 
marine branch of  transpor 
equipment, the last because of ¢ 
prolonged recession in worle 
shipping and the slow-down ir 
offshore oil exploration activities. ; 

Construction and services, 
which together contribute moré 


‘than 75 per cent of Singapore’ 


GDP, sustained the overall growtl 
of the economy during 1982-1983. 
Growth in services, however. 
slowed down during 1982-1983, aw 
eraging 9.2 per cent compared with 
11.6 per cent during 1980-1981 
Average growth of output in trade, 
fell to 5.2 per cent during 1982- 
1983 compared with 6.5 per cent 


Box I.4. The economy of the Republic of Korea: 


success in the sale of construction 
services to oil-exporting countries, 
The motivation for this redirection of 
industrial structure was based in part ~ 
on the perception of a shift in the 
comparative advantage of the countries : 
away from labour-intensive, assembly- — 
oriented manufactures to capital- and — 
technology-intensive intermediate and : 


capital goods. : 
Although the basic strategy — 
behind the Republic of Korea’s — 


attempts to restructure its industries — 
was largely sound, both changes in 
external environment and domestic — 
developments combined to engulf it in — 
serious economic difficulties. While — 
massive resources were committed to 
such heavy industries as _ steel, 
petrochemicals, shipbuilding, machinery 
and power-generating equipment, the 
backward and forward linkages 
required to establish the new industries 
in a cost-effective manner were not 
adequately taken into account. Asa 
result, the gestation lags of heavy 
industries — lengthened by inadequate 
provision for supply channels of inter- 
mediate inputs — fueled inflation, 
while the overestimation of the 
demand for the output of these 
industries both at home and abroad led 
to the emergence of excess capacity. 
An inadequate expansion of the output 
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during 1980-1981; transport and 
‘communication services expanded 
_by 9.9 per cent compared with 13.8 
-per cent and financial and business 
services by 14.2 per cent compared 
with 20.7 per cent respectively. 
During the first half of 1984 the 
output of all services grew by 8.6 
per cent, with trade growing at 5.5, 
transport and communication at 
11.5 and business and financial 
services at 10.5 per cent. 
The economy of Thailand, 
vaffected deeply by the recession 
during 1982, bounced back with 
some vigour in 1983. There was a 
revival in private consumption and 
investment expenditures and the 
‘accumulation of inventories. Much 
of this expansion was helped by an 
‘upsurge in credit to the private 
“sector consequent upon a drop in 


nominal interest rates and high 
bank liquidity. In order to prevent 
inflationary pressures, regulatory 
measures had to be taken towards 
the end of 1983 and early 1984. 
The expansion in private demand 
led to a GDP growth rate of about 
6 per cent — about 50 per cent 
higher than in 1982. Government 
investment was held down in order 
to reduce budget deficits, and the 
recovery was mainly achieved 
through creating conditions for 
expansion by the private sector. 
The recovery in the agriculture 
sector, which grew by | per cent in 
1982, was hampered by drought 
at the beginning of the planting 
season. But the damage was partly 
compensated for by the late arrival 
of monsoons during which crops 
were replanted. The sustained high 


problems of restructuring and recovery 


_ of light industrial goods increased 
inflationary pressures. 

With an ambitious investment 
programme that involved a growth rate 
of real investment of 25 per cent and 
annual GDP growth rate of 12 per cent 
for over three years, the economy 

became overheated with inflation by 
: end of 1978. Asa result, a comprehen- 
sive price stabilization and industrial 
restructuring programme became 
necessary. In 1979 the growth target 
was lowered to 9 per cent and the 
inflation rate set at 10 per cent, in 
contrast to over 14 per cent in previous 
years. Monetary policy was the 
principal instrument used to bring 
down inflation. Fiscal policy provided 
a supportive role with the target of 
reducing the budget deficit to 1 per 
cent of GNP. The deliberate thrust of 
the industrial strategy in favour of 
heavy industry was lightened. Greater 
| reliance was placed on market-directed 
_ resource allocation, with the liberaliza- 
tion of imports and the deregulation 
of prices, to determine comparative 
advantage. 

The new policy package ran into 
difficulties as inflation remained 
uncontrolled despite restrictive 
monetary and fiscal policies. The 
second round of oil price increases 
made anti-inflationary policies 


ineffective. A second set of measures 
became necessary to restore the com- 
petitiveness of exports, which suffered 
considerably, whereas those of other 
Asian newly industrializing economies 
continued to grow at double-digit 
rates in 1979. In early 1980 the won 
was devalued by one fifth and then a 
flexible exchange rate was adopted. 
Energy prices were raised by 60 per 
cent, on average, and fiscal and 
monetary policies tightened further to 
restrain domestic demand by 3 to 4 per 
cent in real terms. Interest rates were 
taised by an average of 6 per cent. To 
help the critical balance-of-payments 
situation created by the rise in oil 
prices and export shortfalls, a $600 
million balance-of-payments support 
loan was secured from IMF under a 
two-year standby agreement. 

The 1980 reforms, harsh and 
unpalatable as they were, combined 
with a series of external events to make 
the economy’s prospects in 1980 quite 
bleak. Along with yet another OPEC 
price increase in 1980, bad weather 
caused agricultural output to fall by 22 
per cent, while the assassination of the 
President in 1979 seriously shook con- 
fidence in the economy. Inflation 
jumped to 28 per cent and real GNP 
fell by about 5 per cent — declining for 
the first time in two decades. 


prices of most agricultural output, 
especially rice, maize, rubber and 
tapioca, helped to achieve a growth 
rate of 3.1 per cent in agriculture 
in 1983. 

The manufacturing sector 
picked up most of the stimulus of 
private demand and achieved a 
growth rate of 7.2 per cent in 1983, 
compared with 4.4 per cent in 
1982. Incentives to manufacturing 
production were also provided by 
stable costs derived from the low 
prices of oil and electricity and the 
prices of imported raw material — 
especially with the appreciation in 
the value of the United States 
dollar, to which the baht was linked 
until late 1984. 

The consequences of the 
expansion of domestic demand on 
the balance of payments were 


The bitter pill of adjustment, its 
side-effects notwithstanding, began to 
give its curative effects, especially on 
the balance of payments, in 1981 when 
the current account improved by about 
$1 billion. The improvement in the 
external balance allowed some relaxa- 
tion in fiscal and monetary policies, 
enabling the expansion of both private 
and government consumption, 
although gross fixed investment 
slightly fell. The main stimulus to the 
6.2 per cent increase in GNP, however, 
came from a 17 per cent increase in 
exports, achieved largely through a 
continued decline in the real rate of 
exchange. In 1982, when the world 
recession had touched its lowest ebb, 
the Republic of Korea’s merchandise 
exports increased by only 2.8 per cent, 
while total exports rose by 7 per 
cent — about one third of the rate 
achieved in the previous year. How- 
ever, construction — both private and 
government, which had stagnated in 
the previous two years owing to 
monetary and fiscal restraints — picked 
up sharply to prevent the growth rate 
from falling below the level achieved in 
1981. With the recovery in the United 
States providing a strong stimulus, 
merchandise exports, which grew by 
11.9 per cent, helped the Republic of 
Korea achieve in 1983 the highest 
growth rate in the 1980s. 
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unfavourable. Imports rose rapidly 
while exports declined partly 
because of increased absorption, 
but also because of an appreciating 
exchange rate and protectionist 
measures by industrialized coun- 
tries directed against some of the 
country’s major exports, including 
tapioca, sugar, tin, textiles and 
canned and frozen foods. Exports 
of some agricultural products in 
1983 were also adversely affected 
by a fall in output due to drought 
in the preceding cropping season. 
As a result, the 1983 trade 
deficit of $4.1 billion was one of 


the highest ever, compared with 
$1.6 billion in 1982. Export values 
declined by 7.8 per cent, while 
imports increased by 21.1 per cent. 
In spite of an increase in workers” 
remittances, the deficit im the 
current account in balance of pay- 
ments rose to $2.9 billion, com- 
pared with $1 billion in 1982. At 
the same time, net capital inflow 
declined from $1.7 billion to $1.5 
billion in 1982, owing to a reduc- 
tion in both private and public 
borrowings from abroad. Towards 
the end of 1984, the baht was 
devalued by 14.8 per cent in order 


Box I.5. Brunei Darussalam: an oil 


Negara Brunei Darussalam, sit- 
uated on the north coast of Borneo 
between the Malaysian states of Sabah 
and Sarawak, became a sovereign state 
at the beginning of 1984. The Sul- 
tanate became a member of the United 
Nations in the same year. [t also 
joined ASEAN as the sixth member. 

Approximately 85 per cent of the 
country’s 5,800 square kilometres is 
under forest cover; the cultivated land 
area, with rubber and rice as the prin- 
cipal crops, and land under pasture 
comprise 5 per cent of the total. The 
total population, growmg by an 
estimated 3.9 per cent annually, 
reached 200,400 in mid-1982. 

In the population, the proportion 
of people under 15 years of age ac- 
counted for 38 per cent. The total 
labour force was estimated im the 
1981 census at 68,128, of which about 
one third was expatriate. The public 
sector employed just under one half 

| of the work force, and energy-related 
activities absorbed much of the remain- 
der; production workers comprised 
30 per cent of the work force. 
The small size of the labour force has 
imposed considerable constraints on 
the economy, particularly in building 
and construction activities. So far, the 
lack of manpower has been partly 
overcome through an inflow of migrant 
workers from neighbouring countries, 
especially Indonesia and the Philip- 
Pines. 

Although Brunei Darussalam is 
one of the smallest countries in the 
developing ESCAP region, its oil 
and gas industry has made it the 
wealthiest state within the region. Per 
capita income in 1982 was about 


$20,000; there was one private passen- 
ger motor vehicle per 3.7 persons. The 
Mining sector contributed about four 
fifths of GDP and domestic commerce 
and community plus personal services 
another 10 and 5 per cent respectively. 
Known reserves of hydrocarbons, 
estimated at 1.8 billion barrels of off 
and 240 billion cubic metres of natural 
gas, should last for several decades at 
current rates of production. Produc- 
tion of crude petroleum and natural 
gas stabilized at about 8.0 million tons 
and 7.9 billion cubic metres m the 
early 1980s after peakins at 12.3 
milion tons and 8.2 billion cubic 
metres respectively im 1979. There 
are great possibilities of new discov 
eries of reserves as only two of the 
three offshore concession areas have 
yet been explored. 

After peakine m 1980, GDP 
declined in both real and nominal 
terms due to lower export carnings 
from oil and gas over 1981-1982. Real 
GDP, however, is expected to have 
grown by 3.5-4.0 per cent per annum 
during 1983-1984. Growth was mainly 
in gas output and enemy-+ehied 
activities The domestic agricultural 
sector was expected to srow by 56 
per cent as a result of policies favour- 
ing. structural diversification, as em- 
phaswed in the third and fourth 
(1980-1984) development pkns 
These plans for diversification were ex- 
pected to reduce food imports, which 
currently meet about four fifths of 
domestic food requirements. 

Exports more than doubled from 
$Br 4.2 billion ($1.8 billion) m 1978 
to $Br 8.2 billion ($3.8 billion) m 
1982. Hydrocarbon products — partic- 


to reduce the balance of trade 
deficit. 


rose sfimply by i eee rel 
contrast to a decline of 11.1 pe 
cent in 1982. A large part of the 
investment was in the const 
of high-rise buildings for tirade 
services, such as shopping centre: 
offices and hotels. However, < : 
foreign investment, ¥ 
accounted for about one third 
total private imvesiment, als 
expanded sisnificanily, mainly im 
gas and oil exploration activities. 


than doubled to $Br 1.6 billion ($0.7 © 
billion) in 1982 from $Br 0.6 billion 
($0.3 billion) in 1978. Food, beverages — 


Market shares of 24 and 21 per cent 
respectively. The United States and © 
the United Kinsdom accounted for = 
another 17 and 7 per cent respectively. | 


The telence of trade and pay- 
ments have recorded impressive 
sarpluses; the annual trade surplus was 
expected to be about $2.1 billion 
durins 1983-1984. The amount of 
official imtermational resezves was 
estimated at $13 billion at the end of 
1983. In comparison, private debt — 
@mcindine short-term obligations) was — 
minuscule at less than $20 million. 

In Brunei Daruswzkm, there is no 
personal income tax, and import duties 
and other levies are low. The mam 
sources of government revenue are 
income tax on the profits of public 
companies (at a flat rate of 30 pe 
cent) and receipts Gmcinding invest ~ 
ment income) from government prop- 
erty. The former provided $Br 35 
billion ($1.6 billion), or 41 per cent, 
and the ktter $Br 4.9 billion ($2.3 


Hong Kong, 


2. Outlook for 1984-1985° 


The economic recovery of 


begun in 1983, 


continued in 1984 as _ overseas 


| per cent in real terms. 


markets remained strong. GDP in 
1984 is expected to grow by 7.9 


The main 
growth stimulus will be provided 
by exports, which are expected to 
grow at a rate of 20 per cent, and 
consumer spending at 10 per cent. 
Total investment is projected to 


_ grow at a rate of 20 per cent, and 


not reach the level attained in 1981 
(investment having fallen 1.6 per 


cent in 1982 and 7.0 per cent in 


in the region 
billion), or almost 58 per cent, of total 


government revenue in 1981. The 


_ Government provides a comprehensive 
system of social welfare, including the 
_ cost of education and health care. It 


also provides loans for housing and 
the purchase of cars. Nevertheless, the 
budget is characterized by substantial 


_ surpluses, which averaged $Br 6.1 


billion ($2.9 billion), or over 80 per 
cent of total revenue, during 1980- 
1981. The budget surplus has since 
been lower due to a high rate of 
growth in expenditure, including 


- substantial increases earmarked for 


Capital spending. The development 


_ fund, for example, reached $Br 950 
million ($450 million) in the 1984 
_ budget compared with about $Br 200 


million ($95 million) in 1981. The 


surplus for 1984 was expected to be 
about $Br 3.9 billion ($1.9 billion) 
or three fifths of government revenue. 


Brunei Darussalam depends 
heavily on imports to meet its con- 
Sumption and investment needs. The 
declining rates of inflation in the 
country’s major import suppliers and 
Weak commodity prices in recent years 


‘ have had a favourable impact on local 
prices. The rate of inflation, which had 


averaged 8 per cent per year during 
/ 1981-1982, moderated to about 4 


_ per cent in 1983 due to lower import 


prices, particularly of food, and a 
‘strong domestic currency. The rate of 


_ price increase was expected to be 


marginally higher (about 5 per cent) 
in 1984 due to firmer external food 
prices and a higher level of domestic 
economic activity. 


1983). 

Despite a 50 per cent expan- 
sion of the colony’s exports during 
the first five months over a year 
earlier in terms of current Hong 
Kong dollars, the investment pic- 
ture remained uncertain for much 
of 1984. The recently concluded 
agreement between the United 
Kingdom and China on the political 
and economic future of Hong Kong 
after China regains sovereignty in 
1997 has considerably reduced 
uncertainty, and some improvement 
in the investment climate is 
expected. Lately, replacement 
investment has picked up rapidly as 
export demand has continued to 
swell. 

Inflation is expected to fall 
slightly to 8.6 per cent from 1983’s 
10.0 per cent due to a tight budget 
combined with increases in both 
personal and corporate taxes. 

In the external sector, export 
demand remained strong as some 
European countries joined the 
recovery in other OECD countries. 
Import growth is also likely to be 
strong, but the trade deficit should 
narrow and buoyancy in invisible 
earnings from shipping, tourism and 
other services should help further 
to reduce the current account 
deficit to $231 million from $627 
million in 1983 and over $1 billion 


in 1982. 
In Jndonesia a considerable 
improvement in both external 


factors and domestic policies is 
expected to result in the 


5 The forecasts have been prepared 
by the ESCAP secretariat in close 
collaboration with the Asian Develop- 
ment Bank (ADB) in the case of four 
economies (Hong Kong, Indonesia, the 
Philippines and the Republic of Korea). 
Some of the forecasts are based on 
econometric models built in the context 
of the ESCAP Interlinked Project and 
covering developing ESCAP countries. 
Consultations with experts and national 
sources have been used extensively in the 
preparation of the forecasts. The fore- 
casts reported here are tentative and do 
not imply their endorsement by the na- 
tionalgovernments or the United Nations. 


acceleration of growth in 1984. 


Exports have rebounded, the 
balance-of-payments deficit has 
been reduced and the foreign 


exchange reserve position con- 
siderably improved. A growth 
rate of over 5 per cent in real GDP 
is expected for Indonesia in 1984, 
with the strong performance of the 


- agriculture sector raising the rice 


production to a record 25 million 
tons. 

Sizeable resource transfers will 
continue to be needed by Indonesia 
in 1985. With its ODA prospects 
relatively weak, it is estimated that 
Indonesia will need to borrow $1 
billion a year from foreign 
commercial banks during the next 
three years to finance its current 
account deficits and service its 
debt. That will raise its total public 
debt to $30.1 billion in 1985 from 
$23.7 billion at the end of 1983. 
Its debt service ratio will also 
increase to 28 per cent from the 
current 23 per cent. Although 
Indonesia remains in a relatively 
comfortable position with regard to 
its foreign debt as its financial 
position continues to improve, 
recent developments in the oil 
market cast some doubt on whether 
it will be able to service its increas- 
ing debt with ease. 

Although some relaxation in 
monetary and fiscal tightness is 
evident, it is not likely to 
jeopardize gains already made on 


‘the inflation front. Price increases 


in 1984 will be more moderate than 
in 1983, despite a continued relaxa- 
tion of controlled commodity and 
energy prices. The consumer price 
index is projected to rise by 10.2 
per cent in 1984, 1.3 per cent 
lower than in 1983. 

Economic prospects for 1985 
are somewhat better than in 
1984, with real GDP expected to 
expand by 5.4 per cent. However, 
this will closely be linked with 
prospects for oil, which are at 
present somewhat — uncertain. 
Investment and non-oil exports will 
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remain the dominant growth 
sectors. Continued tight fiscal and 
monetary policy will help to keep 
inflation in check. The current 
account deficit is expected to 
narrow to $3.8 billion, and foreign 
borrowings will be kept to a 
minimum in order not to over- 
burden the country’s debt servicing 
capacity. 

Despite the imbalances and 
difficulties discussed earlier, the 
economy of Malaysia is expected to 
grow at relatively high rates of 6.7 
per cent in 1984 and slightly less 
than 7 per cent in 1985. Private 
consumption is expected to grow 
at 4 per cent in 1984 and at about 
7-8 per cent in 1985, while private 
investment growth is forecast at 
about 6 per cent in 1984 and at 12 
per cent in 1985. On the supply 
side, the main growing sectors in 
1984 are expected to be manufac- 
turing, construction and services, 
with expected growth rates of 7.4, 
11.0 and 7.4 per cent respectively. 
In 1985 they will be manufacturing, 
mining and construction, with 
respective growth rates of 7.7, 
11.2 and 9.3 per cent. 

With export receipts represent- 
ing about half of GDP, the 
performance of the Malaysian 
economy in 1985 will strongly 
depend on the buoyancy of world 
trade. Since world trade is 
expected to grow by about 4 per 
cent in volume and the United 


States’ economic growth is 
expected to continue moderately, 
Malaysian exports, particularly 


manufactures, are expected to 
continue to grow relatively rapidly 
at 10-12 per cent in 1984 and 
1985. Real imports are expected to 
grow by about 8 per cent in 1984 
and 9-10 per cent in 1985. 

On the current account in the 
balance of payments, the main 
problem is the deficit on the 
services account, which substantial- 
ly offsets the foreign trade surplus. 
With a continuing substantial 
positive trade balance (about 
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$M 1.5 billion) and a number of 
measures taken to reduce services 
payments, the current account is 
expected to improve somewhat in 
1984 and 1985. Forecasts put the 
current account deficit at $M 5.8 
billion in 1984 and $M 4.8 billion 
in 1985. Finally, inflation, which 
was at a low rate of 3.5 per cent in 
1983, is expected to accelerate to 
about 5 per cent in 1984 and to 
6-6.5 per cent in 1985. 

In the economy of the 
Philippines output is expected to 
fall in 1984 as the Government 
implements austerity measures in 
order to shore up foreign exchange 
reserves. Real GNP is expected to 
decline by about 5 per cent, 
primarily as a result of a large 
reduction in total investment (11.9 
per cent) and a 2 per cent fall in 
both government and _ private 
consumption. There will be a slight 
improvement in the country’s 
foreign trade balance, mainly 
because of a drastic 18 per cent cut 
in the import bill. Despite a 
reduction in volume, export 
earnings will expand by 5.1 per 
cent, reflecting mainly a rise in the 
price of coconut exports. Govern- 
ment austerity measures combined 
with import restrictions and 
exchange controls will make it 
difficult for the manufacturing 
sector to install new capacity. 

Stiff economic measures, 
principally exchange and import 
controls, have been adopted by the 
Government in an effort to stabilize 
the economy and to meet economic 
targets in agreement with IMF. 
These measures include the floating 
of the peso against the dollar, a 
10 per cent special excise tax on 
foreign exchange for non-essential 
imports and a 30 per cent windfall 
profits tax on export receipts. 
These last two measures produce, 
in effect, a multiple exchange rate 
system. Other measures include an 
increase in import duties and a 
cut in government expenditure by 
5 per cent to trim the budget 


deficit to 1.5 per cent of GNP. 
These severe constraints on 
and adjustments in monetary, 
exchange and fiscal policies will 
have adverse effects on the coun- 
try’s economic performance in the, 
short term, but are expected to. 
pave the way for the $650 million 
in IMF standby credit and the 
additional $1.7 billion fresh credit. 
from commercial banks and bilateral 
and multilateral lenders. The 
country’s primary concern is to 
shore up its foreign exchange re- 
serves and to refinance and pay off 
some outstanding foreign obliga-. 
tions in order to surmount its 
external financial problems. 3 
The current account deficit in” 
the balance of payments is forecast 
to drop to $760 million in 1984— 
from $2.5 billion in 1983 asa result 
of the austerity measures that have - 
been adopted. Devaluation and- 
import restrictions are expected to_ 
improve the current account, 
although shortages of imported 
components to produce for export 
and the low price elasticities of - 
export demand for primary 
commodities do pose some 


problems. The sharp decline in 
merchandise imports (19.1 per 
cent) will reduce the current 


account deficit to $1.2 billion in 
1984 from $2.1 billion in 1983. 
The expansion in export receipts 
is primarily due to the strengthen- 
ing of commodity prices, partic- 
ularly for coconut products, 
in the world market and is not 
because exports are more 
competitive as a result of the 
devaluation. 

‘The prospects for 1985 are 
largely predicated on whether the 
debt rescheduling exercise currently 
under way can be satisfactorily 
completed before the end of the 
year and whether enough new 
finance becomes available to allow 
the Philippines to resume normal 
trade. If so, some improvement in 
economic performance beginning in 
1985 can be expected. The Asian 


Development Bank (ADB) projec- 
tions show a resumption of growth 
at a modest 2.2 per cent in 1985, 
led by a revival in export growth 
at 8.2 per cent, with government 
and private consumption rising 
back to 1983 levels. 

In the Republic of Korea, with 
brisk construction activity and 
growing exports profiting from a 
revival in world trade, real GNP is 
expected to increase by 8.5 per 
cent in 1984. Government con- 
sumption will grow by only 2.8 
per cent but private consumption 
will be more buoyant, growing at 
7.5 per cent. The strong rise in 
exports in the latter half of 1983 
has been sustained through the 
first half of 1984 and is expected to 
continue at a slightly slower pace in 
the second half, bringing export 
growth to an impressive 15 per cent 
in 1984. Investment prospects will 
remain good (9.5 per cent increase) 
as sharply lower nominal interest 
tates are accompanied by price 
stability, but may be constrained 
by a slow-down in borrowing from 
overseas. 

The Republic of Korea’s 
satisfactory economic performance 
should continue through 1985. 
Growth will be somewhat slower 
but prices will be more stable, the 
current account gap will be at the 
same level as in 1984 and exports 
will remain relatively buoyant. 
Domestic consumption will decline 
slightly, and the monetary 
aggregates will continue to expand 
moderately so as to ensure that 
rapid inflation does not reoccur. 

The continuing strength of the 
recovery of the United States 
economy is a major factor in the 
improvement of the GDP growth 
tate of Singapore. Having achieved 
a growth rate of about 10 per cent 
during the first half of 1984, the 
GDP growth for Singapore is 
expected to slow down for the 
remainder of 1984. The growth 
tate for the year is still forecast to 
be about 9 per cent, up from 7.9 


per cent in 1983. 

The outlook for 1985 is for a 
slow-down in the growth rate in 
response to developments in the 
United States economy as well as 
due to other difficulties faced by 
the Singapore economy. Growth 
in the economy will be affected, on 
the one hand, by the higher level of 
capacity utilization and _ the 
scarcity of labour and, on the other 
hand, by reduced output of the 
petroleum refining industry owing 
to increased processing capacity in 
neighbouring countries. 

A slow-down in the growth 
rate of the United States economy 
would also bring down the growth 


of exports. Finally, influencing 
growth in 1985 will be the 
construction industry which, 


despite the likely continuation of 
public construction activity, will be 
affected by lower private 
construction. A GDP growth rate 
of about 7-7.5 per cent is forecast 
for 1985. 

The current account of the 
balance of payments, which showed 
a deficit of about $1 billion in 1983, 
is expected to improve substantially 
in 1984, with exports growing at a 
rate of about 11 per cent and 
imports continuing to grow more 
slowly. The deficit is forecast to 
decline to about $0.5 billion. With 
export growth forecast to slow 
down in 1985, the current account 
will deteriorate slightly in 1985, 
resulting in a deficit of about 
$1 billion to $1.5 billion. 

Growth prospects in Thailand 
for 1984 were subdued because of a 
sharp reduction in the rate of credit 
expansion and a consequent slow- 
down in the growth of the 
manufacturing and construction 
sectors. A growth rate of 5-5.5 per 
cent, somewhat lower than that 
achieved in 1983, is likely to result 
during 1984. The rate of growth 
has been deliberately curbed by 
restrictive monetary and fiscal 
policies to reduce the deficits in the 


balance of payments and the fiscal” 


budget. 

Thailand’s balance-of-payments 
deficits on trade and current 
accounts are expected to decline 
slightly during 1984. An increase 
in exports of 14-15 per cent and in 
imports of less than 3 per cent is 
likely to bring down the trade and 
payments deficits by over half a 
billion United States dollars in 
1984. 

The 14.8 per cent devaluation 
of the baht against the United 
States dollar is likely to give a 
substantial boost to exports. 
According to some forecasts, 
growth in exports in 1984 could be 
as high as 20 per cent, but this may 
be overly optimistic. The likely 
effects of devaluation are yet uncer- 
tain due to the inelasticity of 
demand for many of Thailand’s 
exports. The trade deficit is 
expected to be narrowed by about 
$1 billion in 1985 to $2.3 billion — 
a substantial reduction from $3.9 
billion in 1983. Export prospects, 
however, would also depend on 
growth in the world economy. 

If external demand does 
increase as rapidly as hoped for by 
Thailand’s policy makers, it would 
provide considerable stimulus to 
domestic growth, and GDP could 
rebound to grow at 6-6.5 per cent 
in 1985. 


C. PACIFIC ISLAND 
COUNTRIES 


1. Recent economic performance 


The economic performance of 
several South Pacific island 
economies improved considerably 
in 1983. Papua New Guinea, 
Samoa and Solomon Islands, in 
particular, were able to reverse the 
poor growth performance during 
1980-1982. In 1983, the real GDP 
of Solomon Islands grew by 3.2 
per cent, while that of Samoa and 
Papua New Guinea expanded by 
about 0.5 and 1.0 per cent 
respectively. Vanuatu had recorded 
considerable growth since 1982 and 
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real GDP was estimated to rise by 
up to 4 per cent in 1983 (Box 
1.6). In contrast, the level of 
economic activity in Fiji and, to 
a lesser extent, Niue and Tonga 
was adversely affected by weather 
conditions. GDP fell by 4.4 per 
cent in Fiji in 1983, owing largely 
to a poor sugarcane harvest and 
reduced earnings from tourism 
(Table I.11 on p. 40). 

Economic growth in several 
other South Pacific island countries 


was propelled largely by a higher 
level of export-related activities. 
Higher demand and external prices 
for most commodities of significant 


importance to the island subregion 
— including coconut produce, palm 
oil, rubber, cocoa, copper and gold 
— resulted in an appreciable 
improvement in trade earnings. 
Much of this improvement was a 
reflection of the recovery in 
industrial countries, mainly the 
United States. However, the effect 


Box JI.6. Vanuatu’s money economy: 


The newly independent nation of 
Vanuatu faces formidable problems in 
development, derived from its special 
physical and demographic characteris- 
tics. The country consists of a Y-shaped 
archipelago of some 80 widely dispersed 
islands stretching in a north-south 
direction for some 850 kilometres. 
The two largest islands account for 
over one half of the total land area of 
about 12,200 square kilometres. The 
total population is estimated to be 
127,800, with approximately 45 per 
cent being under the age of 15 in June 
1984. The estimated population 
growth is about 3 per cent per annum. 

Vanuatu achieved constitutional 
independence on 30 July 1980 in 
highly difficult circumstances. Civil 
disturbances on the islands of Espiritu 
Santo and Tanna in the wake of in- 
dependence caused significant damage 
and disruption, including a fall by 
almost one third of the volume of 
copra exports and the departure of a 
sizeable number of skilled expatriates 
previously in managerial positions. 
Vanuatu also inherited a top-heavy 
administration, inadequate  infra- 
structure, very few skilled personnel, 
heavy reliance on external budgetary 
support — scheduled to be phased out 
by 1986 or 1987 — and considerable 
dependence on its declining major 
export, copra. 

These disruptions to the national 
economy at the time of independence 
were aggravated by a number of exter- 
nal factors, including the second oil 
price shock, the sharp depreciation of 
the French franc (to which the local 
currency, vatu, had been pegged) and 
the world economic recession. Despite 
all these difficulties, Vanuatu has 
achieved political stability, necessary 


for its future social and economic 
development, and a _ considerable 
measure of domestic economic stabili- 
ty, thus facilitating growth and the 
resumption of aid flows. Real GDP is 
estimated to have grown by 2 per cent 
in 1982 and by 4 per cent in 1983; 
there are indications of good economic 
performance in 1984. In particular, 
construction and tourism activities 
have been revived and investment has 
picked up considerably. 

The increase in the cost of living, 
which reached 38 per cent for high- 
income groups and almost 50 per cent 
for low-income groups between 1979 
and 1981, fell to 4.5 per cent for high- 
income groups and became negligible 
for the low-income population in 
1982. It has since remained at a low 
level. The reversal in inflation has 
been mainly due to delinking the vatu 
from the French franc and pegging it 
to the SDR in September 1981, result- 
ing in a de facto revaluation of about 
9 per cent on a trade-weighted basis 
at the end of 1982. 

There was, at the same time, a 
recovery in exports of goods and ser- 
vices. The volumes of major export 
products surpassed the pre- 
independence levels in 1981, although 
export earnings for 1981 and 1982 
remained depressed largely due to 
lower prices. Tourism, which suffered 
badly in the early 1980s, had more 
than recovered in 1982. These devel- 
opments, together with a high level of 
net transfers, resulted in substantial 
balance-of-payment surpluses, which 
were equivalent to about one half of 
retained yearly imports (on a f.o.b. 
basis) during 1982-1983. 

The healthy state of the balance 
of payments, the new strength of the 


of increased external demand varie. 
greatly among the countries of th 
subregion, depending on both th 
commodities they exported anj 
the conditions in the markets c 
their traditional trading partners. — 

In Fiji, the largest Pacific islan\| 
economy, sugar exports an 
tourism are the two most importan) 
economic activities. The tw: 
cyclones that hit Fiji in earl 
1983 were followed by a period o 
sustained drought. Sugar produc) 


recent performance 


vatu and domestic price stability have 
strengthened local and international — 
business confidence; this has, in turn, | 
brought a virtual halt to the flight of - 
capital and facilitated the revaluation © 
of the vatu by 5.6 per cent in March 
1984, ‘ 

Despite the country’s status as a 
tax haven, the Government has been 
able to -mobilize domestic resources © 
and to increase appreciably the degree — 
of fiscal self-reliance as a result of 
rising revenue from indirect taxes, 
especially on tourism. External aid to 
the recurrent budget constituted about - 
24 per cent of total revenue in 1983,7 
compared with 38 per cent in 1981. 
Tax revenue (mainly from import 
duties and licensing fees) expanded by — 
an average of 25 per cent per year 
between 1981 and 1984; the propor- 
tion of total revenue (not including 
grants) to total expenditure amounted © 
to 62 per cent in 1981 and 83 per 
cent in 1984, 

Being essentially a primary com- 
modities-producing country, Vanuatu 
has paid special attention to the — 
stabilization of incomes from exports, 
A well-conceived price stabilization 
scheme for copra was put into opera- 
tion by the Commodities Marketing 
Board in 1982;° similar schemes for 
cogoa and other primary commodities 
are under consideration. 


4 This aid amount was under 
negotiation at the time the budget 
was prepared in 1983, 


b This scheme is essentially a 


mechanism to retain producer earnings 
in a good year and vice versa: a margin 
will be deducted from, or added to, 
domestic prices paid to copra pro- 
ducers by the Board when export 
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a tion, at 276,000 tons, was almost 


one half lower than the average 
output of 1981-1982. The adverse 
impact of this sharp fall in output 
on sugar exports was significantly 
moderated through the depletion of 
sugar stocks (to meet long-term 
contract commitments) and the 
import of refined white sugar for 
the domestic market. As a result, 
gross export receipts totalled 
$F 123.3 million in 1983, which 
was about 14 per cent lower than 


4 
and prospects 


‘e # Despite the successess so far 


achieved, Vanuatu faces major chal 


e and hard choices in its develop- 


_ ment strategy. Significant among these 


are the long-term need to increase the 


alization of the most important 


export industry (copra productivity 


s the continued requirement to mo- 
ize, as fast as possible, domestic 
to support government 

An ambitious develop- 


i! growth in recurrent expenditure. The 


Ministry of Finance, with the co- 
operation of the Central Bank, has 
been reviewing the tax structure; 
proposals to widen and deepen the tax 
base were likely to be introduced by 
_ the end of 1984. The absence of taxes 


_ on personal income and corporate 


profits is a legacy of the pre- 
independence period; the net long-term 


_ benefits of the imposition of a direct 
__ tax system are being reviewed, and such 


a tax system may be implemented 
eventually.° 


‘prices exceed, or fall below, a certain 

trend-based reference level. An initial 

fund of 40 million vatu was provided 

as the Board’s working capital by the 
_ Government from the STABEX alloca- 

tions to Vanuatu under the Lomé Con- 
_ vention. 


© Vanuatu, National Planning 
_ Office, First National Development 
- Plan 1982-1986 (Port Vila, 1982), 


ap. 11. 


the annual average during 1981- 
1982. 

The cyclones also damaged a 
considerable number of tourist 
facilities, and tourist arrivals (at 
about 191,600) dropped by 6 per 
cent, owing to cancellation of 
bookings as well as the shortage of 
accommodation. Travel receipts, 
which dropped by 13.5 per cent to 
$F 108.5, nevertheless accounted 
for one fifth of the total export 
earnings on goods and services for 


Vanuatu also needs to develop 
new export markets, which hitherto 
have been heavily concentrated in a 
few countries. Until recently, France 
absorbed the largest share of domestic 
exports. It has now been largely 
replaced by Belgium and the Nether- 
lands, which absorbed almost two 
thirds of total domestic exports. The 
need to explore new export markets 
is immediate. 

The country has made considera- 
ble progress in import substitution; 
recently a cement factory, utilizing 
substantial amounts of local materials, 
and a garment factory have been 
established; further projects are in the 
pipeline. These plants, however, 
created only about 90 jobs for ni- 
Vanuatu. Nevertheless, the scope for 
efficient labour-absorbing import- 
substitution activities is limited due to 
the small size of the domestic market. 
Benefits from the import-substitution 
effort, relative to the costs of protec- 
tion and subsidies, deserve careful 
evaluation. Possibilities of co- 
operation with neighbouring countries 
also need to be explored 

The promotion of greater partic 
ipation in, and ownership of, domes- 
tic economic activities and resources 
by ni-Vanuatu, although admittedly 
a long-term process, could be 
accelerated through a more extensive 
provision of necessary facilities. These 
range from training and extension 
services to the institution of financial 
facilities and procedures permitting 
easier access to sources of borrowing 
so as to facilitate the revitalization and 
diversification of agricultural produc- 
tion, productivity improvements and 
the development of  smalbscale 
indigenous enterprises. 


1983. The latter rose by 2.2 per 
cent over the level of the previous 
year largely because of a sizeable 
inflow of money to pay insurance 
claims, which rose from $F 1.6 
million in 1982 to $F 34.1 million, 
comprising almost 6.3 per cent of 
total foreign exchange earnings in 
1983. 

The volume of industrial 
production (including agricultural 


processing) was, by and large, 
stagnant in 1983. Non-sugar 
industrial production, however, 


rose by over 9 per cent, in contrast 
to a decline of 6 per cent during 
1982. 

The amount of reconstruction 
and rehabilitation work, financed 
largely by receipts to satisfy 
insurance claims, increased in 1983, 
although it was inadequate to make 
up for the downturn in public 
sector demand following the 
completion of large-scale hydro- 
electricity projects. Government 
spending on _ infrastructures, at 
$F 46.7 million in 1983, fell by 
almost one half the average level in 
1981-1982. Total public spending, 
which rose by just 2 per cent in 
1983, was lower in real terms as 
consumer prices increased by 6 per 
cent in the same year. 

Despite the easing of infla- 
tionary pressures, monetary policy 
remained cautious out of concern 
for the weak balance-of-payments 
outlook and in order to mobilize 
domestic savings. There was an 
easing of the liquidity requirements 
in early 1983 to assist in the 
rehabilitation after the cyclone, 
although the interest rate structure 
was not altered. In fact, the 
Central Monetary Authority 
minimum lending rate was raised by 
one percentage point in November 
1983 to discourage excessive credit 
creation by commercial banks. 

In Papua New Guinea, while 
the volume of gold exports did not 
rise in 1983, that of copper exports 
increased by less than 5 per cent. 
Earnings from these commodities, 
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however, expanded by 17 per cent 
(to 201 million kina) and 31 per 
cent (to 161 million. kina) respec- 
tively, owing to an improvement in 
prices. Export receipts from two 
other major commodities, coffee 
and cocoa, also rose by 24 per cent 
(to 136 million kina). These 
increases contributed to an overall 
export earnings in 1983 of 687.4 
million kina, 20 per cent higher 
than the previous year. 

Another expansionary factor 
related to the surge in investment 
is the large-scale gold/copper 
mining project at Ok Tedi; 
construction was about 70 per cent 
completed by the end of 1983. 
However, capital investment at the 
Bougainville copper/gold mine, at 
21 million kina, was well below the 
previous year’s expenditure of 57 


million kina on the two new copper 
ball mills, among other outlays. 
There were few other economic 
stimuli outside the mining enclave. 
Investment in other sectors was 
comparatively subdued; the level 
of building and construction, 
housing starts particular, 
remained depressed. 

The restraint on investment 
activity, despite improved bank 
liquidity, after significant net gains 
in export receipts and after the 
lowering of interest rates by 0.5 to 
1.75 percentage points in late 1983, 
pointed to the need for policy 
measures to stimulate private 
investment. In response, the 
Government introduced a package 
of incentives designed to improve 
business confidence in August 
1983. Among the principal 


in 


measures were the abolition of — 


import duties on a variety of 
industrial inputs and a reduction of 
duties on others. The corporate 
income tax rate was lowered from 
36.5 to 35 per cent, although the 
dividend withholding tax was raised 
by two percentage points to 17 per 
cent in order to encourage the 
reinvestment of profits. 

As a part of the fiscal readjust- 
ment process, total and current 
government spending were cut by 
2 and 4 per cent respectively in 
real terms in 1983. This 
necessitated, among other things, a 
retrenchment of more than 2,000 
workers in the public sector. 
Merchandise imports, excluding 
imports associated with the Ok 
Tedi mine (which were financed 
externally), also fell in real terms, 


Table I.11. Selected developing South Pacific island economies. Growth rates of GDP at constant prices, 1975- 


1979 average and 1980-1983 


(Percentages) 


Fiji 
1975-1979 
1980 
1981 
1982 
1983 


Papua New Guinea 
1975-1979 
1980 
1981 
1982 
1983 


Solomon Islands 
1975-1979 
1980 
1981 
1982 
1983 


Tonga 
1975-1979 
1980 
1981 
1982 
1983 


Average annual growth rates 


Total Agriculture Industry Services 
4.2 6.0 5.0 3a7, 
-1.7 - 6.5 1.4 - 0.8 
6.0 12.9 6.3 33 
Sigil led - 6.0 - 0.3 
-4.4 - 19.0 - 6.2 3.0 
0.8 
- 0.1 
0.4 
1.6 
(1.0) 
8.6 
-2.1 
tl 
B22 
3.90 Hyoke 112 5.4> 
Sil) 2.5 6.1 8.7 
4.2 152 - 9.4 11.3 
8.5 1.0 Oe 15.6 
2.9 1.4 - 1.7 Ss 


Sectoral shares * 


Agriculture Industry Services 
PALS) 193 60.8 
pe) PAT) 58.5 
24.0 21.8 57.0 
24.7 20.7 BYES: 
20.9 20.3 62.0 
48.0 ile es 40.7 
42.2 Ii5i/ 44.1 
41.0 11.9 47.1 
38.2 11.6 50.2 
37.6 11.1 S13 


Sources: ADB, Key Indicators of Developing Member Countries of ADB (Manila, April 1984), and national sources. 
4 The breakdown might not add up to 100 per cent because imputed bank service charges and import duties are included in GDP 


in the case of Fiji. 1976-1979. 
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though in nominal terms the value 
of imports in 1983 was the same as 
in 1981. The volume of employ- 
ment outside the mining sector, 
nevertheless, improved by a modest 
1.6 per cent between the last 
quarter of 1982 and 1983. 

In Solomon Islands growth was 
stimulated by a 26 per cent rise in 
export earnings. The volume and 
earnings of fish exports about 
doubled to 32,400 tons and 
$SI 29.2 million in 1983. The ex- 
port value of palm oil and kernels 
also rose by 20 per cent. However, 
lower prices reduced earnings from 
forestry produce by 13 per cent, 
while earnings from coconut 
products became stagnant because 
of lower production caused by 


adverse weather conditions in 
1982. 
Consumer demand and 


business activity in Solomon Islands 
largely depend on the performance 
of the export sector. The business 
revenue of large corporations, 
which became stagnant during 
1981-1982, increased by 20 per 
cent in 1983. The declining trend 
in domestic investment experienced 
in the early 1980s seems to have 
been reversed in 1983. Much of the 
investment upturn was financed 
largely out of an improved private 
sector cash flow and some overseas 
borrowing; this mode of investment 
financing had, in fact, been 
encouraged to help conserve foreign 
exchange and to reserve limited 
domestic funds for smaller 
borrowers. Merchandise imports 
expanded by about 22 per cent in 
1983 after a decline of over 13 per 
cent during the previous year. 

7 Economic stimuli from other 
sectors were marginal. The rate of 
government spending in real terms 
slowed down from about 7.6 per 
cent in 1982 to 4 per cent in 1983. 
The share of government spending 
in total GDP thus remained 
unchanged at 34 per cent, although 
the proportion of development 
outlay fell steadily to 28 per cent 


of total government expenditure in 
1983, compared with 40 per cent in 
1979. The cautious fiscal and 
monetary stance helped reduce 
inflation to 6.4 per cent in 1983, 
compared with an average rate of 
14 per cent during 1980-1982, 
despite a further weakening of the 
Solomon Islands dollars vis-4-vis the 
major trading currencies. Reflecting 
the modest improvement in overall 
economic performance, the volume 
of formal sector employment rose 
by 1.2 per cent in 1983. Inflation 
was about 10 per cent for the year 
ending June 1984. 


2. Outlook for 1984-1985 


The prospects for improved 
economic performance in the South 
Pacific island subregion are 
reasonably good. The United States 
economy continues its recovery 
and the external rates of interest 
are stabilizing at a lower level. The 
1984 sugarcane harvest and 
tourism in Fiji have regained much 
of their lost ground. Fiscal and 
monetary policies in several island 
economies — including Fiji, Papua 
New Guinea and Solomon Islands — 
have also been designed to facilitate 
and promote domestic economic 
growth. There are, however, a few 
major developments that could 
generate some uncertainty con- 
cerning the prospects of South 
Pacific economic growth. There 
is, first, the sustained rise in the 
exchange value of the United States 
dollar and in the value of dollar- 
denominated oil imports into 
several island economies. In 
addition, commodity prices have 
been comparatively lower in 1984 
than in 1983, causing some deterio- 
ration in the terms of trade. 

There have been encouraging 
signs, in early 1984, of significant 
recovery from the shocks to the 
Fiji economy during 1983. Revised 
estimates indicate an increase in 
sugar output of over 50 per cent, to 
426,000 tons. Restocking require- 


ments, however, would constrain 
export earnings from this commod- 
ity to the same as last year. 
Tourism has regained the growth 
trend of about 5-6 per cent reached 
during 1981-1982. However, tourist 
receipts during the first quarter of 
1984 rose sharply compared with 
those earned during the same 
period of 1983, which were badly 
affected by cyclones. Generally, 
total export earnings are not 
expected to improve significantly 
over the 1983 level. 

Investment demand in Fiji 
remains weak; there is some private 
sector interest in tourist projects, 
but these will not come to fruition 
until 1985. Total public sector 
investment will be marginally lower 
in 1984, while the real level of 
government consumption _is 
projected to be more or less 
unchanged from the 1983 level. 
Real GDP growth will thus be 
export-led and be 4-4.5 per cent 
in 1984, 

Prospects for more robust 
economic performance are quite 
bright in Papua New Guinea and 
Solomon Islands. Gold production 
at Ok Tedi, which started in June 
1984, will boost export earnings 
substantially; the projected first 
year’s production of about 20 tons 
more than doubles the current 
yearly output from the Bougain- 
ville mine. Although government 
spending is projected to rise only 
marginally in real terms, business 
confidence and non-mining invest- 
ment have improved with more 
evidence of continuing  inter- 
national recovery and _ the 
introduction of a business revival 
package in August 1983. The 
stronger balance of payments 
resulted in higher bank liquidity 
and the easing of interest rates. 
With the overall improved economic 
situation, the volume of formal 
private sector employment rose by 
1.7 per cent in the quarter ending 
in March 1984, and by 3.7 per cent 
over the year from March 1983. 
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Figure 1.7. Selected developing South Pacific island economies. Annual 
percentage change in real GDP per capita, 1981-1983 


(Percentages) 


Guinea 


Papua New 


Solomon 
Islands 


Tonga 


Solomon Islands recorded a 
sharp rise in export earnings which, 
at $SI 55 million for the first half 
of 1984, was more than double that 
in any previous comparable period. 
This improved performance 
resulted in a larger cash flow to 
both the private and government 
sectors, and in higher bank liquidity 
and the easing of interest rates. 
Government revenue in 1984 is 
projected to be 11 per cent higher 
than in the 1984 budget forecast. 
This has facilitated higher govern- 
ment spending and increased domes- 
tic activities. Government current 
expenditure is estimated to be 
almost 20 per cent larger than the 
actual for 1983 and 7 per cent 
larger than in the budgeted estimate 
for 1984. 
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D. CENTRALLY PLANNED 
ECONOMIES 


The national income of China 
increased by 9 per cent in 1983, 
surpassing the growth rate of 7.4 
per cent in 1982. This rate of 
growth, which is among the highest 
ever attained by any developing 
country in the ESCAP region, 
contrasts with the planned annual 
growth rate of 4 per cent for the 
whole period of the sixth five-year 
plan (1981-1985). Agriculture and 
industry grew at 7.9 and 11.1 per 
cent respectively, according to 
preliminary data for 1983. This is 
largely in keeping with China’s new 
strategy of striking a structural 
balance among various sectors in 
the long run. The initial lack of 


balance, reflected in an _ over- 
emphasis on heavy industry, has 
since been corrected. Attention 
is now being focused on developing 


an appropriate incentive structure, ~ 
with reliance on market signals, and 


on strengthening the technological 
base of different sectors. 


Continued good harvests in — 


1983, notwithstanding natural 
disasters in some regions, explain 
the impressive growth in agriculture. 
Cereal production increased by 9.2 
per cent; among non-food crops 
cotton increased by 28.9 per cent, 
but oil-bearing crops and sugar 
bearing-crops fell by 10.7 and 7.5 
per cent respectively. With the 4.1 
per cent reduction in planting area 
between 1978 and 1983, there is a 


rising trend in agricultural 
productivity. 

The continuing impressive 
performance in the agriculture 


sector, partly aided by favourable 
weather conditions, has largely 
been the result of a deepening of 
institutional reforms. The house- 
hold responsibility  system® 
introduced in rural areas some five 
years ago has been further 


strengthened. The period for land 


contract with households has been 
extended to 15 years so that the 


concerned households are 
motivated to undertake fixed 
investments in land. In cases of 


specialized crops such as orchards 
and forestry products, the period 
can be extended to 30 years. The 
households, however, are not 
allowed to buy or sell land or to 
rent it out to other households. 
They are allowed to hire a certain 
amount of labour and engage in 
subsidiary occupations such as 
trading. They are also encouraged 
to invest in non-agricultural acti- 
vities. A number of fiscal measures 
have been taken to encourage such 
investment. 


In 1983 the average rural 


© Economic and Social Survey of 
Asia and the Pacific 1983, p. 92, 
Box II.3. 
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income was 309.8 yuan and the 
average urban income 526 yuan, an 


increase in real terms from the 
previous year of 12.8 and 4.3 per 
cent respectively. This confirms 
the trend, pointed out in the 1983 
Survey, of a more rapid rate of 
increase in rural (than urban) 
income.’ 

In the industrial sector, heavy 
industry led others with its growth 
rate of 12.4 per cent in 1983. The 
engineering industries, responding 
to strong domestic demand, reached 
a growth rate of 21.1 percent, while 
construction grew at the rate of 
10.2 per cent. Light industry grew 
at a more moderate rate of 8.7 
per cent, with the textile industry 
growing at 10.3 per cent as a result 
of a high cotton crop. Durable 
consumer goods output continued 
to have high growth rates in 1983, 
responding to growing domestic 
demand generated by increased 
purchasing power. 

The priority sectors of energy 
and of transport and communica- 
tions benefited from high rates of 


investment in them. The rates of 
growth of both sectors accelerated 


in 1983 as compared with 1982. 
Energy output rose in 1983 by 6.7 
per cent and that of transport and 
communications by about 9 per 
cent. 

In spite of high rates of output 
growth, prices remained stable. 
The retail price index increased by 
1.5 per cent in 1983; certain prices 


such as those of clothes even 
decreased by 1.2 per cent. 


In 1983, exports increased by 
5.8 per cent and imports by 17.9 
per cent, yet the trade surplus 
amounted to 1.7 billion yuan. 
The share of manufactured goods 
in total imports reached 72.8 per 
cent in 1983, compared with 60.4 
per cent in 1982. The share of 
primary commodity imports 
declined to 27.2 per cent in 1983 
from 39.6 per cent in 1982. The 


7 Tbid., p. 35. 


structure of exports was also 
dominated by manufactures, their 
share incréasing from 55 per cent 
in 1982 to 56.7 per cent in 1983. 

Japan has remained the 
dominant trading partner of China, 
with 23.1 per cent of the total 
Chinese trade in 1983. Even 
though Chinese exports to Japan 
dropped slightly from 1982 to 
1983, mainly owing to the reduced 
prices of charcoal and crude oil, the 
imports from Japan increased by 
47.5 per cent. A trade deficit with 
Japan of 1.9 billion yuan emerged 
in 1983, compared with a trade 
surplus of 1.7 billion yuan in 1982. 

Trade with the United States, 
an important trading partner, suf- 
fered a decline of 32.8 per cent 
from. the 1982 level. The main 
cause for this reduced level of 
trade was the stalemate about the 
textile trade, which will continue 
to weigh on China-United States 
trade in 1984 as well. 

A considerable improvement 
was seen in the invisibles balance in 
1983, due to growth in tourism, 
other services and work contracts. 
The current account balance-of- 
payments surplus is estimated at 
$5.3 billion in 1983, while the 
forecast for 1984 is of a further 
improvement to about $7 billion. 
China’s foreign exchange reserves 
increased from $11,125 million in 
1982 to $14,342 million in 1983 
and to $15,690 million in the first 
quarter of 1984, an increase of 
26.5 per cent relative to the same 
period in 1983. 

During 1983, 105 joint 
ventures contracts were signed with 
different countries, amounting to 
$515 million, of which $200 million 
represented foreign capital. This 
gave impetus to the policy on 
special economic zones as 
evidenced by the designation in 
1984 of 14 other cities to have 
similar fiscal status. 

In many ways, the year 1984 is 
of great importance for the Chinese 
economy. The realization of the 


objectives of the sixth plan will 
permit the expansion of choices for 
the seventh plan and determine the 
future course of modernization. 

During the first seven months 
of 1984, the gross value of agricul- 
tural production increased by 5 per 
cent over the corresponding period 
of 1983. A major contribution was 
made by cotton and sugar crops, 
which increased at a high rate of 
11.7 per cent. Cereals, as a whole, 
are expected to increase by more 
than 3.3 per cent compared with 
1983. Among other increases 
forecast on the basis of the 
performance in the first seven 
months of 1984 are industrial 
growth, forecast to grow at 11.9 
per cent, while imports and exports 
are forecast to grow at 22.7 and 
20.5 per cent respectively. On the 
whole, the growth of the Chinese 
economy in 1984 may be slightly 
less buoyant than in the previous 
year, but it should still be about 
7-8 per cent. 

One of the major problems 
facing the Chinese economy in 
1984 is the reduction of a 
budgetary deficit of 3 billion yuan. 
This financial improvement has to 
be made simultaneously with the 
stabilization of prices of some 
agricultural products. The Govern- 
ment hopes to achieve considerable 
savings through improvements in 
the distribution network for 
manufactured products to the rural 
area and by the reduction of the 
cost of construction of state 
enterprises. Considerable attention 
will also need to be paid to energy, 
transport and communications, 
where serious bottle-necks exist, 
adversely affecting the utilization 
of existing production capacity. 

In the medium and long term, 
a series of structural reforms are 
envisaged, all looking towards 
assuring greater autonomy for 
production units. Specific targets 
will be set only for the basic 
sectors, while for other sectors the 
plan will be more indicative in 


43 


character. Efforts to reform the 
financial system were discussed in 
last year’s Survey.”.. Their main 
objective is to ensure greater 
flexibility in the allocation of 
resources to production units. New 
instruments of regulation will 
increasingly replace direct inter- 
ventions by the State.’° Their 
efficiency will be enhanced with 
the reforms in the price system. A 
lively debate on these issues has 
begun and the results are awaited 
with much interest. 

During the first three years of 
its seventh five-year plan, the 
economy of Mongolia grew at a 
high rate and a steady rise in the 
people’s standard of living was 
achieved. The national income of 
Mongolia increased by an annual 
average of 7.6 per cent during the 
period 1981-1983. National labour 
productivity increased by 18 per 
cent over this period, and this rise 
was responsible for three fourths of 
the increase in the national income. 
There has been a significant expan- 
sion in the productive capacity of 
the national economy and the 
technological base through large- 
scale investments. Almost 60 per 
cent of all investments are absorbed 
by industry and agriculture. 

During 1981-1983 the average 
annual rate of growth of 
agricultural production was 12.7 
per cent, while gross industrial 
output during the first three years 
of the five-year plan increased by 
9.9 per cent annually on the 
average. Planned measures are 
being implemented successfully to 
improve the people’s standard of 


8 UNIDO, Industrial Development 
Strategies and Policies for Developing 
Countries (UNIDO/IS.431), 29 Decem- 
ber 1983. 


Economic and Social Survey of 
Asia and the Pacific 1983, p.71. 


Frangoise Lemoine, “Réformes 
et finances publiques en Chine”, 
Economie Prospective Internationale 
No. 16, quartrisme trimestre, 1983, 
p- 61. 
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living and culture on the basis of 
raising national production and 
its efficiency. 

In 1983, the country’s total 
foreign trade turnover increased 
by 10.6 per cent over the previous 
year. In 1984, this turnover will 
increase by 5.1 per cent; exports 
will increase by 5.3 per cent. 

The pace of economic growth 
in Viet Nam in 1983 was less 
robust, mainly on account of a 
lower rate of agricultural growth 
than in 1982. The industrial 
growth rate, however, was only 
slightly lower than in 1982, with 
light industry growing at a much 
faster rate. Inflationary pressures 
also increased significantly, owing 
to an increase in civil servants’ 
salaries. 

Although agricultural produc- 
tion increased by 3.8 per cent 
in 1983, the year marked a 
milestone in agricultural progress as 
it was made possible for Viet Nam, 
for the first time, to become self- 
sufficient in food and to dispense 
with food imports. This was not 
attributable to favourable weather 
conditions alone. It was also due to 
improvements in land productivity, 
which increased by 14.2 per cent 
between 1981 and 1983 as a result 
of adoption of more intensive 
methods of cultivation. 

The value, in constant 1970 
prices, of industrial production in 
1983 increased by 13 per cent over 
that in 1982. However, there was 
considerable disparity between the 
growth rates of heavy and light 
industry. While light industry grew 
by 20.8 per cent, the growth of 
heavy industry was only 2 per cent. 
Planned rates of growth for 1984 
for heavy and light industries are 
4.2 and 6.2 per cent respectively. 
The growth of light industry has 
been strongly stimulated by the rise 
in agricultural production during 
the past few years. 

On the free market for 
consumption goods, the increase of 
prices has caused concern. Recent 


measures to support the purchasing ; 
power of wage-earners in the public _ 
sector, by increasing their earnings 
by 70 per cent, are likely to giverise 
to a new round of price increases. 
Government is taking steps to 
control the price of basic consumer 
products and has undertaken a 
series of important fiscal measures 
to check inflation. First, the fiscal 
deficit, though still high, has been 
brought down from that of the 
previous year; secondly, a state loan 
was issued in 1983 and 1984 and, 
thirdly, improvements have been . / 
effected in the tax system, 
especially in urban centres. These 
| 

| 


measures have contributed to a | 
large extent to reducing the budget 
deficit. i 

In recent years policy makers | 
have paid considerable attention to 
foreign trade. Exports increased by 
13 per cent in 1983, after having : 
risen by 21 per cent in 1982. The 
objective of the plan for exports is 
to obtain a growth rate of 10 per 
cent in 1984 with the stabilization | 
of imports at 1983 levels, that isat 
$1.3 billion. Imports increased at 
6.8 per cent in 1983. The trade 
deficit, estimated at $710 million in 
1983, remains significant. Viet Nam 
recently undertook a series of 
negotiations on the restructuring of 
its foreign debt, which would ease 
the balance-of-payments situation 
in the short run. 

The Vietnamese economy 
continues to remain a_ supply- 
constrained economy, largely due 
to a lack of investment funds. 
Domestic savings are low and 
difficult to mobilize further. For- 
eign aid availability remains limited. 

Various measures are being 
considered to facilitate the entry 
of foreign capital, ranging from the 
transfer of funds accumulated by 
expatriate groups of Vietnamese to 
the liberalization of the foreign 
investment code. Viet Nam plans 
the creation in 1985 of the first 
joint venture with some ESCAP 
member countries. 


» 
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III. 


INTRODUCTION 


| el... seven least developed coun- 
t 


ries in the ESCAP region — 
Afghanistan, Bangladesh, Bhutan, 


the Lao People’s Democratic 
Republic, Maldives, Nepal and 
Samoa — did not share in the 


general resilience displayed by the 
developing economies of the 
ESCAP region during the recession 
(1980-1983) and the improvement 
in growth rates in 1983-1984. The 
absence of signs of a firm beginning 
to improvements in their economic 
conditions is especially disquieting 
when viewed against the Substan- 
tial New Programme of Action for 
the 1980s for the Least Developed 


_ Countries, which aimed at accel- 
_ erated economic growth and pro- 
gressive structural transformation in 
_ these economies. The achievements 


of the objectives of the Substantial 
New Programme of Action, espe- 
cially in regard to the international 
support measures, have remained 
well below the targets in the Pro- 
gramme. Asa result, it is extremely 
doubtful whether the least devel- 
oped countries in the region can 
expect to achieve these targets, 
even partially, given the present 
international economic environ- 
ment for aid and trade. 

Two of the basic factors that 
have seriously hampered the efforts 
of these structurally weak econo- 
mies to achieve better economic 
growth and development are a dire 
scarcity of resources and vulnerabil- 
ity to fluctuations in the weather. 
Low foreign aid receipts due to 


THE LEAST 


DEVELOPED COUNTRIES 


declining commitments by donor 
countries and in export earnings 
due to unfavourable demand for 
the limited range of primary prod- 
ucts exports seriously curtailed 
their capacity to import. Fluctua- 
tions in the weather adversely 
affected agricultural production, 
contributing to both lower volumes 
of exports and a slow-down in the 


growth of the gross domestic 
output. 


The annual average growth 
rates of four of the least developed 
countries (Afghanistan, Bangladesh, 
Nepal and Samoa) during the 
period 1981-1984 fell far short of 
the 7.2 per cent annual target for 
the decade set in the Substantial 
New Programme of Action. Average 
rates of GDP growth during 1981- 
1984 were 3.4 per cent in Afghan- 
istanes and’) =3),/, per cent |. in 
Bangladesh. In Nepal and Samoa, 
the average rates of growth during 
1981-1983 were 3.6 and -3.2 per 
cent respectively. In Nepal, per 
capita output stagnated in these 
years, while in Samoa there was a 
sharp decline. Data in respect of 
Bhutan, the Lao People’s Democrat- 
ic Republic and Maldives are not 
as up to date, but indications are 
that their growth rates have decel- 
erated sharply since 1981. In 
Bhutan, the rate of growth of GDP 
in real terms was estimated at 9.0 
per cent in 1981/82 and 1.4 per 
cent in 1982/83. In Maldives, the 
rate of growth of GDP, which was 
18.6 per cent in 1980, fell to 8 and 
9 per cent in 1981 and 1982 
respectively. 


The average rate of GDP 
growth, however, concealed large 
annual fluctuations, originating in 
the large agricultural sector. Vaga- 
ries of weather and abrupt changes 
in the prices of their agricultural 
export commodities were mainly 
responsible for output variability. 
The yearly fluctuations in the GDP 
growth rate of Bangladesh, for 
example, were 63 per cent over the 
period 1976/77 to 1983/84. A 
large part of the fluctuation was in 
the output of foodgrains. Com- 
pensating imports subjected the 
availability of foreign exchange for 
other purposes to wide variations, 
with corresponding effects on the 
entire process of growth. 

The import capacity of the 
least developed countries was sub- 
ject to strain on account of both 
inadequate earnings from exports 
and low resource transfers from 
abroad. The exports of the least 
developed countries in the region 
are dominated by one or two pri- 
mary commodities, the prices of 
which fluctuate widely along a 
declining trend. In Bangladesh, for 
example, the price of raw jute 
declined from $74 per bale! in 
1978/79 to $48 in 1982/83 before 
recovering to $61 in 1983/84. 
Similarly, the unit price of jute 
goods reached its lowest point of 
$542 per ton in 1981/82 and 
recovered to $653 in 1982/83 
compared with $852 in 1979/80. 
Bangladesh’s terms of trade index 


! A bale is approximately 400 lb 
or 182 kg. 
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reached its lowest level of 45 
(1972/73 = 100) in 1981/82 and 
was 50 in 1982/83 aitd 61 in 1983/ 
84. The value of exports fell from 
$721 million in 1979/80 to $626 
million to 1981/82, then rose to 
$680 million in 1983/84. The loss 
on account of movements in the 
terms of trade in 1980/81 and 
1981/82 was estimated at $1 
billion, which is about 10 per cent 
of the gross domestic product and 
more than 40 per cent of foreign 
aid receipts during the two years. 

The experience of the other 
least developed countries in the 
ESCAP region is not very dissimilar. 
In Samoa, for example, coconut, 
cocoa and taro are the three main 
export products. They have been 
affected by adverse weather condi- 
tions, causing a decline in produc- 
tion. The fall in their prices in the 
international market further 
reduced Samoa’s foreign exchange 
earnings, which fell from $17 
million in 1980 to $10 million in 
1981 and $12 million in 1982. 
Exports normally finance slightly 
more than a quarter of imports, 
but in 1981 they could pay 
for only 16 per cent. Imports were 
cut back to $50 million in 1982 
compared with $67 million in 
1981. Prices of fish, Maldives’ main 
export, dropped by 50 per cent 
between 198] and 1983. Afghani- 
stan’s export earnings stagnated 
during the period 1981-1984, while 
those of Nepal fell largely on 
account of shortfalls in production 
caused by adverse weather condi- 
tions. 

Net resource transfers from 
abroad not only raise import 
capacity but also finance a part of 
domestic investment. Current 
levels of domestic investment in 
Bangladesh and Nepal, for example, 
are about 15 per cent of their GDP. 
These rates do not measure up to 
the large volume of investments in 
infrastructure required to bring 
about growth in output and struc- 
tural transformation. It was in view 
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of these considerations that the 
Substantial New Programme of 
Action called for an accelerated 
disbursement of and qualitative 
improvement in aid flows. Average 
net aid flows in current prices from 
traditional sources to the seven 
least developed countries during 
1981-1983 were $1,421 million per 
year compared with an annual 
average of $1,442 million during 
the previous three years, 1978- 
1980. 

Aid to Afghanistan and the 
Lao People’s Democratic Republic 
has fallen abruptly since 1980, only 
a part of which has been offset by 
increased flows from countries in 
CMEA. During the periods 1978- 
1980 and 1981-1983, net aid flows 
to Bangladesh averaged respectively 
$1,138 million and $1,132 million, 
to Bhutan $5.8 million and $11.4 
million, to Maldives $12.1 million 
and $8.4 million, to Nepal $125.6 
million and $193.5 million and to 
Samoa $25.3 million and $25.0 
million. It is evident that even in 
nominal terms external assistance 
has either stagnated or fallen in 
most cases and has failed to relieve 
the critical scarcity of resources, 
especially of foreign exchange, 
faced by the least developed coun- 
tries during the difficult period of 
1981-1983. 


As a consequence, these coun- 
tries have had to carry out difficult 
adjustment measures to reduce 
domestic expenditure and imports, 
as exemplified by the cut-back in 
expenditure in the second five-year 
plan (1980/81-1984/85) of Bangla- 
desh from Tk 256 billion to Tk 172 
billion. The growth target, original- 
ly set at 7.2 per cent per annum in 
the plan, in line with the Substan- 
tial New Programme of Action 
target, has been reduced to 5.4 per 
cent. Actual achievement so fat has 
fallen short of the revised target by 
at least two percentage points. 

This brief overview of the 
economic situation of the least 
developed countries in the ESCAP 


region is elaborated in the followi 
sections of this chapter. 


opments but also to highlight the 
need for a redoubling of efforts, by 
the countries themselves and the 
international community at large, 
within the framework of the Sub- 
stantial New Programme of Action, 
for the revival of these economies 
and the achievement of reason- 
able rates of economic growth. 
There is a special need for an 
immediate increase in the volume — 
and an improvement in the 

quality of aid flows, while the least _ 
developed countries themselves 
continue their efforts to mobilize’ 
more domestic resources for devel- 
opment. 


A. MACRO-ECONOMIC TRE 


Economic growth in the leas’ 
developed countries of the region in 
1983 was generally high, largely 
due to better performance in agri- 
culture. Some economies, especial-— 
ly Bangladesh and Samoa, also 
benefited to some extent from 
recovery in the prices of their prin- — 
cipal export commodities. As — 
economic performance in the non- 
agricultural sectors is closely linked — 
to changes in agricultural output, — 
there was in most countries a rise — 
in output in manufacturing and — 
other non-agricultural sectors 
(Table I.12). However, these short- ~ 
term improvements did not permit — 
a general relaxation of the severe 
resource constraints faced by these 
economies. Most countries had to 
limit) import demand owing to — 
falling or stagnant capital transfers” 
and limited prospects for the 
expansion of their export earnings” 
— problems that are discussed in 
detail in later sections of this 
chapter. ; 

The GDP of Afghanistan grew 
at 6 per cent in 1983/84 compared 
with 2 per cent in 1982/83. This 
growth was in large part due to 


igher production in agriculture, 
hich accounted for 60 per cent of 
3DP and employed almost 75 per 
ent of the labour force. In the 
‘ndustrial sector, the rate of growth 
of gross production reached 9.1 per 
sent in 1983/84. Natural gas and 
_ chemical fertilizer, which are major 
2xports, are the main industrial 
sroducts. They accounted for 22.6 
oer cent of GDP in 1983/84. Their 
output is estimated to grow by 1.1 
per cent in 1984/85. Afghanistan’s 
oalance of trade was in deficit in 
1983/84, with imports amounting 
‘to $693.6 million and exports 
totalling $666.05 million. More 
than half of its foreign trade was 
conducted with the USSR; the 
public sector accounted for 48.9 
_ per cent of foreign trade. 

The economy of Bangladesh 
as been under considerable strain 
“since the beginning of the 1980s 
_ due to unfavourable weather affect- 
ing agriculture, the adverse external 
environment affecting its exports, 
and a fall in foreign aid receipts in 
real terms. The average annual rate 
_ of growth of GDP during the period 
1980/81 to 1983/84 was 3.7 per 
cent, falling short of the rate of 


_ was well below the revised growth 
‘target of 5.4 per cent for the cur- 
rent five-year plan (1980/81- 
1984/85). Fifty per cent of GDP 
in Bangladesh originates in agricul- 
ture. Consequently, capricious 
changes in the weather charac- 

terized by droughts and floods have 
dominated the influences on 
economic growth rates and sub- 
_ jected them to considerable year-to- 
"year variation.? During fiscal year 
| 1983/84, the growth rate of GDP 
has been estimated at 3.9 per cent 


Over a period of eight years 
(1976/77-1983/84), for example, the 
sequence of real GDP growth rates was: 
41.9, 8.0, 4.6, 1.3, 6.8, 0.8, 3.3 and 3.9 
per cent, giving a mean value of 3.8 per 
cent and a coefficient of variation of 63 
per cent. 


compared with 3.3 per cent in 
1982/83. 

The value of exports of 
Bangladesh recovered strongly in 
1983/84 and helped in achieving a 
higher GDP growth rate during the 
year. The rise in the value of 
exports in 1983/84 was mainly due 
to a partial recovery in the price of 
jute, jute goods and tea, while the 
volume of raw jute and tea exports 
declined and that of jute goods 
increased slightly, compared with 
the levels in 1982/83. The value of 
imports increased by 7.6 per cent 


after a decline of 10.3 per cent in 
1982/83. The rise in import costs 
was moderated by lower prices of 
imports, especially foodgrain, 
petroleum and fertilizer. 

Bhutan has a predominantly 
agricultural economy. Forestry 
provides a significant proportion of 
the country’s income, which in per 
capita terms is about $125. Besides 
agriculture and forestry, the coun- 
try’s other assets — largely unex- 
ploited — consist of significant 
mineral deposits and large hydro- 
electric power potential. 


Table 1.12. Least developed countries, ESCAP region. Annual growth rates 
of GDP and sectoral growth rates and shares, 1980-1984 


Annual growth rates (percentages) 


Percentage shares 


GDP Agri- Industry Services Agri- Industry Services 
culture culture 
Afghanistan 
1980 -3.4 -0.8 -8.4 -5.2 61.9 26.0 12.1 
1981 1.8 3.1 -1.7 3.0 62.6 Pes | 12.3 
1982 2.0 0.5 3.2 ah 61.7 25.4 13.0 
1983 5.9 Zia 16.3 5y8) 59.5 27.8 12.6 
1984? 4.1 = 12.3 ppp Sey? 30.0 12.8 
Bangladesh 
1980 3 0.2 4.8 5.8 49.4 14.8 35.8 
1981 6.8 Dis Ue 8.4 48.7 14.9 36.3 
1982 0.8 0.9 3.0 -0.2 48.8 15.3 36.0 
1983 3.3 4.6 -1.5 3 49.4 14.6 36.0 
1984? 3.9 3.9 3.6 4.1 49.4 14.5 36.1 
Bhutan 
1980 Hel 
1981 9.0 
Lao People’s Democratic 
Republic 
1980 9.3 
1981 9.2 
Maldives 
1980 18.6 16.3 -6.4 29.3 32.9 14.1 53.0 
1981 8.0 13 29.0 6.6 30.8 16.8 52.3 
1982 9.0 5.5 Diss 13.1 29.9 15.8 54.3 
Nepal 
1980 -2.3 -4.8 ----1.4---- 58.8 ---- 41,2 ---- 
1981 8.3 10.4 ----55---- 59.8 ---- 40.1 ---- 
1982 3.8 24) ----4.2---- 59.7 ---- 40.3 ---- 
1983 -14 -2.6 ----0.4---- 59.0 ---- 41,0 ---- 
Samoa b 
1980 -6.1 -20.1 10.4 
1981 1. 137 8.9? 
1982 -1.0 16.8 10.5 
1983 0.5 -2.3 20.7 


April 1984); UNCTAD, “Basic data on the 


least developed countries” (TD/B/1027/ 


Add.1), 12 November 1984; and national sources, 


4 Provisional. b Manufacturing plus utilities only. 
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Changes in the country’s in- 
come are largely dependent on 
performance in the agricultural 
sector, During the period 1978/79 
to 1980/81, output in agriculture is 
estimated to have grown at an 
average rate of 3 per cent per 
annum, In 1981/82, real GDP rose 
by a remarkable 9 per cent, due on 
the one hand to favourable weather 
conditions, with about an 11 per 
cent growth in agricultural output, 
and the completion of the construc- 
tion of a large cement project on 
the other. In 1982/83, however, a 
severe drought caused agricultural 
output to decline sharply and, 
despite considerable growth in 
output in industry and forestry, the 
rate of growth of GDP in real terms 
dropped to 1.4 per cent. 

The target for average annual 
growth rate of GDP in the fifth 
plan (1981-1987) is 8.5 per cent, 
with those of agriculture and 
industry at 7.5 and 22 per cent 
respectively. Delays in the imple- 
mentation of the large hydroelec- 
tric project (Chukha) and set-backs 
in agriculture are, however, likely 
to prevent the achievement of these 
targets. 

In 1983, the economy of the 
Lao People’s Democratic Republic 
almost fully recovered from the fall 
in real national income suffered in 
1982. The increase in national in- 
come in 1983 originated largely in 
agriculture, which makes up 72 per 
cent of GDP. The growth rate in 
agriculture was slightly above 2 per 
cent and in industry about 3 per 
cent, while output stagnated or 
fell in most other sectors. The 
overall growth rates in 1982 and 
1983 were nevertheless consider- 
ably lower than in the three 
previous years. The main reason 
for the slow-down, besides un- 
favourable weather conditions, has 
been the reduction of possibilities 
for bringing new land under culti- 
vation, 

The cultivation of cash crops, 
such as coffee, tea, cotton and 


48 


tobacco, has generally stagnated 
due to inadequate progress in re- 
storing the damage done to their 
cultivation during the war and by 
soil erosion. Nevertheless, some 
increase in production of cash 
crops, especially coffee, has taken 
place in recent years, though both 
productivity and quality remain 
low. Meanwhile, efforts to increase 
the exportable surplus of these cash 
crops, especially coffee and tea, 
appear to be succeeding. Tea 
exports to Viet Nam and other 
countries in CMEA rose rapidly in 
both 1982 and 1983. 

The large current account 
deficit (around 80 per cent of 
exports) of the Lao People’s 


Democratic Republic has been 
financed mainly by foreign 
assistance. External inflows 


declined sharply in 1983, largely 
as a result of a reduction in con- 
cessional assistance. Due to the 
interruptions caused by organiza- 
tional changes in the public sector, 
the level of grants and loans to the 
government sector declined to $18 
million in 1983, nearly half the 
level of 1982. Loans and conces- 
sional credits from countries in 
CMEA continued unchanged at the 
1982 level. 

With 1,200 coral islands widely 
scattered in the Indian Ocean and 
less than 200,000 people, dispersed 
over 200 islands, Maldives faces 
considerable physical disadvantages. 
The long distances over the open 
sea constitute a great handicap 
and place severe constraints on the 
mobility of people and material. 

In spite of these disadvantages, 
with per capita income at $400 in 
1983, Maldives is among the faster- 
growing least developed countries 
of the region. The growth rate of 
its real GDP between 1978 and 
1982 was estimated at 10 per cent 
per year.? Since 1982, however, 
the growth has slowed down con- 

3 UNCTAD, “The least developed 


countries, 1984 report’? (TD/B/1027), 
November 1984. 


siderably. The extremely narrow 
base of domestic resources has 
made progress dependent on 
foreign assistance and know-how. 
The net flow of ODA fell sharply 
during 1982 and 1983, to an 
average of about a third of the level 
of the previous two years. All three 
main sectors of the economy, 
fisheries, tourism and _ shipping, 
have faced serious problems in 
recent years. 

The fisheries sector, which has 
traditionally been the mainstay of 
the economy, contributing nearly 
20 per cent of GDP and employing 
about 45 per cent of the labour 
force, has been severely affected by 
falling and fluctuating prices for 
tuna in the world market. The 
export price of fresh fish peaked in 
1981 and has been falling since; the 
unit price of fish exports in 1983 
was nearly SO per cent of what it 
was in 1981. Although exports of 
ready-made garments have partly 
made up for falling export earnings 
from fisheries, it has yet to become 
a major export item. 

Tourism has emerged as a 
major driving force of the economy 
in Maldives during the last few 
years. It now contributes about 13 
per cent of GDP, employs 5 per 
cent of the labour force and 
generates nearly twice as much in 
gross foreign exchange earnings as 
fisheries. The rapid growth in the 
tourism sector between 1979 and 
1982 was abruptly halted in 1983. 
However, the Government has now 
taken a number of steps to improve — 
tourist facilities. Access to the 
islands has been increased. Infra- 
structural facilities, including an ~ 
airport and hotels, are being ex-_ 
panded. With the opening of air — 
services between Singapore and ~ 
Male in early 1984, the number of 
tourists, particularly from Japan, — 
Australia and New Zealand, is likely — 
to increase. 

After a fairly rapid growth 
since its inception in 1967, the 
shipping sector of Maldives suffered 


ubstantially in recent years. This 
s been due to the loss of a ship 
in Western Asia and a drop in gross 
freight earnings. Gross freight 
arnings have been gradually falling 
ince the early 1980s and in 1983 
ere 24 per cent lower than in 
1980. The fall in the earnings was 
largely due to a fall in freight rates 
as well as the load carried by the 
hips. 

During 1980/81 to 1982/83, 
Nepal’s GDP in real terms increased 
at an average annual rate of 3.5 per 
cent, as against the target of 4.3 per 
‘cent per annum set in the sixth five- 
year plan (1980/81-1984/85). In 
he fiscal year 1982/83, the drought 
that affected the greater part of 
‘the country caused a sizeable reduc- 
tion in agricultural output, in con- 
trast to a 6.1 per cent average 
increase in the previous two years. 
‘However, the provisional estimates 
of GDP for fiscal 1983/84 indicate 
a substantial rebound. GDP growth 
in Nepal critically depends on the 
performance of the agricultural 
‘sector, which contributes about 60 
per cent of GDP. GDP at constant 
prices is estimated to increase by 
7.4 per cent, with output in agricul- 
ture growing by 8.5 per cent and in 
non-agriculture by 5.4 per cent. 
During the first four years of the 
sixth five-year plan period (1980/ 
81-1984/85), the growth rate of 
GDP is estimated at 4.9 per cent, 
exceeding the plan target, with 
agriculture growing at 5.6 per cent 
and non-agriculture at 3.8 per cent. 
The growth performance in 1983/ 
84 contributed to an improvement 
in the external and fiscal balances 
of the economy. 

With the recovery in agricul- 
ture, export earnings are estimated 
to have increased by 25 per cent in 
1983/84, while imports are esti- 
mated to have declined by 8 per 
cent, primarily because of a reduc- 
tion in foodgrain imports.  Al- 
though net earnings from services 
and private transfers declined some- 
what in 1983/84, the current 


account deficit is estimated to have 
been reduced to a ratio of 6 per 
cent of GDP. There was an esti- 
mated 8 per cent decline in foreign 
aid disbursements, largely ac- 
counted for by a fall in food aid. 
As a result of the improved food 
supplies situation and considerably 
tighter demand management 
policies, the rate of inflation 
moderated to about 7 per cent, or 
about one half that in 1982/83. 

The most recent data and esti- 
mates indicate that Samoa’s real 
GDP increased by 0.5 per cent in 
1983, reversing the fall in domestic 
output during 1980-1982, when it 
fell by a total of 16 per cent. This 
improvement was due largely to a 
strong revival in external demand, 
with exports of goods and services 
growing to $17 million in 1983, the 
same level as in 1980 after a severe 
decline during the two intervening 
years. Real domestic consumption 
remained unchanged in 1983. 
Public sector and construction 
expenditure declined as a result of 
the economic stabilization pro- 
gramme. Copra and taro produc- 
tion fell because of inadequate 
rainfall. A significant rise in 
manufacturing output and electric- 
ity production, however, offset 
these declines. 

In spite of a 10 per cent lower 
copra output in 1983, export 
earnings from coconut products 
increased by almost two fifths and 
contributed over 55 per cent of 
total export earnings.  Plentiful 
stocks from the 1982 crop and 
rising export prices made possible 
the larger earnings. It was further 
helped by devaluation: the tala 
depreciated by about 17.5 on a 
trade-weighted basis between 
February and May 1983, The 
copra crushing mill and coconut 
cream factory attained full produc- 
tion capacity and helped to raise 
the output and exports of relatively 
higher-value coconut-based prod- 
ucts. Cocoa production benefited 
from drier weather, which facili- 


tated the harvest of pods and the 
‘drying of cocoa beans. 


B. SECTORAL GROWTH 
1. Agriculture 


Raising agricultural production 
substantially and reducing depend- 
ence on food imports are among 
the fundamental goals of the Sub- 
stantial New Programme of Action. 
The target annual growth rate in 
agriculture is set at 4 per cent or 
more in the Programme. Policies 
for reaching this target include 
improvements in production tech- 
niques, agrarian reform and com- 
prehensive and integrated rural 
development. Other recommended 
measures are increased allocation 
of investment to the agriculture 
sector, appropriate price policies 
and institutional support to 
formulate and carry out these 
policies. Against these goals, the 
performance of the sector in the 
least developed countries of the 
region so far has been moderate. 

Only in two of the seven least 
developed countries did the rate of 
growth of agricultural output in the 
early 1980s exceed the target in the 
Substantial New Programme of 
Action (Figure 1.8). These were 
Afghanistan and Nepal, where 
during the last three years (1981- 
1983) the annual average rates of 
growth in agricultural output were 
5.3 and 4.7 per cent respectively. 
Even in these countries growth was 
accompanied by large fluctuations. 
The improvement was due mainly 
to a sharp increase in production 
in 1983. In Afghanistan, total 
production increased by 13.9 per 
cent in 1983, though per capita 
production was lower than in 
1976. In Nepal, after an excep- 
tionally bad performance in 1982 
(July 1982-July 1983), agricultural 
production grew by 20.6 per cent 
in 1983/84. This increase not only 
offset the reduction during the 
previous year but also raised output 
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Figure 18. Least developed countries, ESCAP region. Average annual 


growth rates in agriculture, 1981-1983 
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to an all-time high. 

The annual average growth in 
Bangladesh during the three years 
1981-1983 was 1.7 per cent. 
In 1983, the growth rate of agricul- 
tural production was 1.6 per cent, 
though the growth rate of cereals 
was slightly better (2.3 per cent), 
Per capita agricultural production 
declined by | per cent in 1983. 
The Medium-term Food Production 
Plan, now under implementation, 
contains a portfolio of projects to 
increase food production. Its im- 
plementation has, however, been 
greatly constrained by inadequate 
financial resources. 

The average annual rate of 
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growth in production in the Lao 
People’s Democratic Republic 
during the three years 1981-1983 
was 3.4 per cent, but the rate has 
been falling since 1981. Produc. 
tion in 1983 did not rise at all, 
largely due to a decline in the area 
under cereal cultivation, In Bhutan, 
the annual rate of growth of agri- 
cultural production has gone up 
gradually during the last few years, 
though the average growth rate of 
the last three years was still 2.6 
percent, In 1983, production rose 
by 3.4 per cent. 

The two island least developed 
countries of the region, Maldives 
and Samoa, have special problems 


in attaining food security, 
average annual rates of growth 
production during 1981-1983 wer 
3.7 per cent and 0.3 per cent 


The resource base for crop agricul 
ture in these countries is narrow 
and insufficient to cater to 
needs of domestic consumption 
and they have so far com 
centrated on the cultivation of one 
or two plantation crops and 
fisheries, 

Cereals constitute the bulk 
agricultural production in five of 
the seven least developed countries, 
while it plays an important role in 
the attainment of food security 
in all of them, Although pro 
duction of cereals went up in 
most of the least developed 
countries in 1983, the ‘averas 
annual growth during 1981-1983 
was above 4 per cent only it 
Afghanistan and Nepal. The averag 
annual rate of growth of produc- 
tion in Bhutan was only slightly 
above the rate of population 
growth, while production in the 
Lao People’s Democratic Repub 
declined by 1.2 per cent, The 
production of cereals in Maldives 
was nominal (Table 1.13), 

Rice is the major cereal in 
Bangladesh, the Lao People’s” 
Democratic Republic and Nepal, 
while in Afghanistan it is a second 
ary crop. Production of rice in 
Afghanistan, Bangladesh, Bhutan 
and Nepal went up by 13.3, 1.4, 
1.8 and 8.4 per cent per annum- 
respectively during 1981-1983, 
while declining by 1.3 per cent 
in the Lao People’s Democratic 
Republic. The rates of growth of” 
rice’ production in the least devel: 
oped countries varied widely 
1983. The production of rice — 
(paddy) rebounded remarkably in 
Afghanistan (37.4 per cent) and 
Nepal (49.7 per cent), The gain in 
Afghanistan was primarily due to 
additional land being brought under 
cultivation, while in Nepal there: 
was a marked increase in yield. 


housands of tons) 


able 1.13. Least developed countries, ESCAP region. Production of cereals, 1981-1983 


Wheat 


Rice (paddy) Coarse grains Total 
1981 1982 1983 1981 1982 1983 1981 1982 1983 1981 1982 1983 
475 473 650 2850 2862 3750 1166 1168 1500 4491 4503 5900 
(3.0) (-0.4) (37.4) (3.6) (0.4) (31.0) (0.6) (0.2) (28.4) (2.8) (0.3) (31.0) 
20444 21322 21700 1093 967 1095 52 50 52 21589 22339 22 847 
(-1.8) (4.3) (1,8) (32,8) (-11.5) (13,2) (4.0) (4.0) (4.0) (-0.5) (3.5) (2.3) 
56 59 60 9 10 10 96 97 101 161 166 171 
(-1.8) (5.4) (1.7) (—) (11.1) (=) (Ss 2)i AsO)! 9 (41)! CL.2)) GEL) 0) 
Ao People’s Democratic 1155 1088 1002 Aric ian Was 32 35 e501 187" 1125) 21040 
Republic (9:7) 5.8) G79) Ger) Ga) Gav) (14.3) (9.4) (8.6) (9:8) (5.4) (-7,4) 
epal 2560 1833 2744 477 526 657 897 862 901 3934 3221 4302 
(3.9) (-28.4) (49.7) (8.4) (10.3) (24.7) (1.0) (-3.9) (4.5) (3.7) (18.1) (33.6) 
Source: FAO computer printout dated 22 May 1984, 
Note: Figures in parentheses are growth rates in percentage. 
angladesh and Bhutan, rice output — highest annual growth rate so far during the current plan period 


rew by less than 2 per cent, while 
‘in the Lao People’s Democratic 
Republic it declined by 7.9 per 
cent. 

The production of wheat in 
Afghanistan, Bangladesh and Nepal 
increased at annual average rates 
of 11.7, 11.5 and 14.5 per cent 
respectively during 1981-1983. 
‘The production of wheat was 
‘especially high in 1983, 


2. Industry 


Extremely low levels of 
industrial development are charac- 
teristic of the least developed coun- 
tries (Box 1.7). The Substantial 
New Programme of Action has 
called for special efforts, including 
effective support from the interna- 
tional community, to raise the rate 
of growth of manufacturing output 
to an annual rate of 9 per cent or 
more. The industrial devel- 
opment of the least developed 
countries, at present, is mainly 
‘ based on industries with strong 
links to agriculture. During the 
past three years, the rate of 
’ industrial growth has been modest 
in the seven least developed coun- 
tries in the region. 

In Afghanistan, value added in 
the manufacturing sector grew by 9 
per cent in 1983/84, which was the 


in this decade. However, the 
average rate of growth during the 
four years 1981-1984 was approx- 
imately 4.7 per cent. The large- 
scale manufacturing subsector is 
dominated by public and mixed 
enterprises, the share of which in 
total value added reached 42.5 per 
cent, while that of the large enter- 
prises owned by the private sector 
was 12.5 per cent. The remaining 
45 per cent was contributed by 
handicrafts. During 1983/84, 
major products of public enter- 
prises included natural gas, chemi- 
cal fertilizer, cotton and woollen 
textiles, wheat flour, bakery prod- 
ucts, coal and cement. The 
production of chemical fertilizer 
was 7 per cent more than the 
planned target. The increases in the 
production of cement (47 per cent) 
and woollen textiles (22 per cent) 
were also impressive, while cotton 
textiles (6.6 per cent) and bakery 
products (2.3 per cent) grew at 
modest rates that were somewhat 
lower than the plan targets. Manu- 
facturing output in the private 
sector increased by 16.7 per cent in 
1983/84, For 1984/85, the planned 
growth rate of the manufacturing 
subsector was 8.9 per cent. 

In Bangladesh, the target for 
the growth of industrial output 


(1980-1985) is 7.2 per cent per 
annum, with special emphasis on the 
development of agro-industries. In 
1980/81, there was an upsurge in 
industrial production, exceeding the 
targeted growth rate, but the annual 
rates of growth since then have 
been much lower. Industrial out- 
put increased by 3.6 per cent in 
1983/84, In the large- and me- 
dium-scale sectors, output rose 
except in sugar and cement indus- 
tries. However, in 1983 the output 
of commodities such as cotton 
fabrics, cotton yarn and_ steel 
ingots was still below the level 
reached in 1980. 

Until recently, the manufac- 
turing sector in Bangladesh was 
dominated by public sector indus- 
tries. However, their poor record 
in profitability, capacity utilization, 
capital accumulation and manage- 
rial efficiency induced the Govern- 
ment to initiate several measures of 
reform. These were aimed at im- 
proving the efficiency and product- 
ivity of public enterprises, as well as 
at expanding the role of the private 
sector, Within the public enter- 
prise sector, programmes are being 
implemented to improve produc- 
tion planning, maintenance and 
management in the jute, cotton 
textiles, fertilizer, cement and 
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paper industries. Price controls 
have largely been eliminated. 
Bhutan’s small industrial sector 
contributes about 9 per cent 
to GDP and provides 1 per 
cent of total employment. Among 
the major industries are cement, 
food processing and chemicals, 
which account for 85 per cent of 
total industrial output. The re- 


The United Nations has designated 
36 countries as least developed coun- 
tries due to their extraordinarily low 
levels of economic and social develop- 
ment, the weakness of their economic 
structures and the need for interna- 
tional support measures to bring about 
substantial improvements. These 
countries are characterized by low per 
capita income, poorly developed infra- 
structure, an acute scarcity of skilled 
personnel at all levels and the small 
contribution of the manufacturing 
sector to total output. Infant mor- 
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maining 15 per cent is generated by 
mining and handicrafts. Three large 
manufacturing plants involved in 
producing cement, distilling and 
food processing account for two 
thirds of the total output and em- 
ployment in the industrial sector. 
The cement and distilling plants are 
public enterprises. In recent years, 
owing to the small industrial base 


tality rates in these countries are high 
and life expectancy at birth low. In 
recent years, the rates at which these 
economies have grown have been far 
from satisfactory. Consequently, they 
fall behind further in levels of devel- 
opment with each successive year. 
These countries are found in all the 
developing regions of the world, and 
their total population was approx- 
imately 300 million in 1982, equal 
to about 6 per cent of the world 
population. 

Of the 36 least developed coun- 


Basic indicators of the ESCAP least developed countries 


and the completion of new, rela- 
tively large industrial projects, there 
has been a rapid growth in industry 
— above 20 per cent per year. In 
1983/84, the production capacity 
of the cement plant was expected 
to be augmented and production 
raised by 30 per cent. The com- 
pletion of the Chukha hydropower 
plant is also likely to speed up the 


Box I.7. Basic features of the least developed countries in the — 


tries, 20 are in Africa, 7 in the ESCAP 
region, 2 in Western Asia and 1 in \ 
Latin America. The seven in this © 
region contain approximately 44 per | 
cent of the population in all least 
developed countries. A very high | 
proportion of the population in the 
ESCAP least developed countries is in 
the subsistence sector, in which pro- 
ductivity is quite low and subject to © 
wide fluctuations. 
The contribution of agriculture to © 
GDP in these countries varies consi- 
derably, but in most of them it is 


Popula- GDP per Contribution to Life expectancy Literacy rate, 
tion, capita, GDP", 1982 Infant at birth, 1982 1980 
1983 1982") yaaa eo moray: {= — 
(millions) (SUS) Polen 7 cag rate, 1983 Male Female Male Female Total 
Afghanistan 14.8 232 62 21 b 203 35 37 33.2 5.8 20.0 
(11.2) 
Bangladesh 95.8 115 49 10 132 48 49 43.3 19.5 31.8 
(72.5) 
Bhutan 1.4 102° 54° 5° 144 43 42 10.0 
(1.0) 
Lao People’s Democratic 3.9 103 62 f 121 42 45 51.3 35.7 43.6 
Republic (3.0) 
Maldives 0.2 360 30 16° 79 ---- 47 ---- 82.0 82.0 82.0 
(0.2) 
Nepal 15.8 153 59 4 143 46 45 5.6 34.2 20.1 
(12.0) 
Samoa 0.2 eee te ag 13 ---- 65 -+-- 97.7 97.8 97.8 
(0.2) 
All ESCAP least 132.1 133 141 Z 
developed countries (100.0) 
All least developed 
countries 299.8° 210 42 8 136 45 48 39.0 17.0 30.0 


Sources: UNCTAD, “Basic data on the least developed countries” (TD/B/1027/Add.1), 12 November 1984; World Bank, 
World Development Report 1984 (New York, Oxford University Press, 1984); and Tables I.22 and 1.31 of this Survey. 


@ At constant prices except for Bhutan and Nepal. b Industry. ° 1981. é 1980. © 1982. 


ce of industrial growth. The 
ablishment of several modern 
stories, such as the Nanglam 
ment plant, a calcium carbide 
int and the extension of a timber- 
ocessing complex, are among 
dustrial projects that Bhutan 
}pes to complete in order to 
hieve a 22 per cent annual rate 
industrial growth during its fifth 


SCAP region 


ly 50 per cent or more, which is 
tantially higher than the average of 
. per cent in all least developed coun- 
es. In a majority of the least devel- 
ed countries in the ESCAP region, 
contribution of the manufacturing 
ctor to GDP is less than 10 per cent. 
Except in Afghanistan and the 
Oo island countries, Maldives and 
oa, GDP per capita in the least 
veloped countries in the region is 
ch lower than the average GDP per 
pita in all least developed countries. 
mcomitant with low GDP per capita, 
ey have very high infant mortality 
tes (203 in Afghanistan against 38 in 
hina, 44 in Argentina, 11 in the 
nited States and 7 in Japan). Similar- 
’, the expectancy of life at birth is 
ite low, being less than 50 years in 
least developed countries in the 
ion except in Samoa. 
The least developed countries 


1 the ESCAP region also suffer from 
ing degrees of physical and climat- 
disadvantages, which make their 


more expensive and 
Four of the seven least 
eveloped countries are land-locked, 
hile two are distant island economies, 
curring high costs of transport. 
angladesh, which does not belong in 
ese categories, suffers, instead from 
clones, floods and droughts. 
Solutions to the fundamental 
toblems of low economic and social 
ell-being and fragility in economic 
ctures with consequent calamities 
Tom natural disaster require enormous 
fforts, on the part of both the least 
eveloped countries and the interna- 
ional community. The nature of these 
fforts and accompanying policies and 
easures have been spelt out in detail 
the Substantial New Programme of 
iction for the 1980s for the Least 
eloped Countries. 


plan (1981/82 to 1986/87). 

The industrial sector in the Lao 
People’s Democratic Republic con- 
tributes about 7 per cent of GDP. 
In addition to electricity and 
mining, it consists of consumer 
goods, intermediate goods (zinc 
and plastic products) and agricul- 
tural machinery. The growth of 
manufacturing output, which had 
been restricted by the scarcity of 
imported raw materials in 1982, 
improved considerably in 1983. Its 
rate of growth accelerated from 5 
to 9 per cent. However, consider- 
able unutilized capacity still existed 
in 1984. 

Nepal’s industrial output con- 
sists mainly of agro-based indus- 
tries, such as jute and _ sugar 
processing, cigarette manufacturing 
and rice and wheat milling, contrib- 
uting about 5 per cent of GDP. 
Other industries, established with 
the help of foreign aid, include 
cotton textile mills, cement, 
beverage bottling plants, furniture 
manufacturing and agricultural 
tools. Among export-oriented 
small cottage industries, carpets, 
handicrafts and ready-made 
garments are significant. Since the 
early 1970s, development efforts 
have focused on _ hydroelectric 
power plants and the manufacture 
of cement, paper and leather goods. 
The growth of Nepal’s manufactur- 
ing sector slackened considerably 
towards the end of the 1970s and in 
the early 1980s due to the lack 
of a reliable power supply and 
adequate fiscal incentives. Follow- 
ing the introduction of new mea- 
sures in the beginning of the 1980s 
under the New Industrial Act and 
the Foreign Investment and Tech- 
nologies Act, industrial production 
has started to pick up. In 1983/84, 
there was an increase in both pro- 
duction and capacity utilization in 
most industries, partly on account 
of an increase in the availability of 
input and a reliable supply of 
electricity. Production of jute 
goods rose by 7 per cent to meet a 


strong demand in domestic and 
Indian markets. Following an 
average annual increase of 37 per 
cent in the preceding two years, 
sugar production is expected to 
have declined by almost 11 per cent 
in 1983/84 in response to falling 
sugar prices. Production of 
cigarettes continued its rising trend 
in 1983/84. The output of 
cotton textiles was expected to 
increase by 50 per cent during 
1983/84. The production of 
cement has been increasing since 
1980/81, to meet the higher 
demand from construction projects. 
In order to encourage the develop- 
ment of cottage and small indus- 
tries, the Government took steps 
to advance credit and ensure the 
availability of raw materials. 

In Maldives, the industrial 
sector achieved quite high growth 
in 1981 and 1982. The average 
annual growth of the industrial 
sector during 1980-1982 was 12 per 
cent, but its overall contribution to 
the economy is still quite small. 


3. Transport 


The Substantial New Pro- 
gramme of Action envisaged the 
expeditious development of physical 
infrastructure, including transport 
and communications, in the least 
developed countries, as they 
acutely suffer from one or more 
major geographical or climatic 
handicaps. The least developed 
countries of the region have, 
accordingly, pursued policies to 
expand transport facilities, and to 
make better use of existing 
facilities through maintenance and 
repair. 

In the region’s least developed 
countries, especially the land- 
locked, roads form the dominant 
means of transport for both passen- 
gers and freight.4 The relative 
importance and significance of 

4 Other modes of transport relevant 
to the least developed countries of the 


region are discussed elsewhere (Chapter 
IV, section C) in this Survey. 
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this mode, as well as the problems 
involved in its development, vary 
considerably among countries. In 
Afghanistan, the highway system 
links the main agricultural areas and 
population centres by circling the 
central mountains. In Bangladesh, 
while waterways carry a substantial 
portion of traffic in the central and 
southern areas, road transport and 
railways handle most of the traffic 
in the north and north-west. As a 
result of planned development, 
road transport in Nepal has 
expanded much more rapidly than 
railways and ropeways. The basic 
road network in Nepal increased 
eight times from 624 kilometres 
(km) in the first year of the first 
plan (1956) to 4,940 km in the 
final year of the fifth plan (1980). 
Similarly, in Bhutan, the Govern- 
ment put more emphasis on road 
development to link the major 
regions of the country. By late 
1982, all but two district headquar- 
ters were linked by road, and a 
total of about 2,050 km of roads 
had been constructed. 

The road system in most of 
these countries remains grossly 
inadequate to their needs. For 
example, in Bhutan the road 
density in relation to surface area is 
0.044 km per square kilometre of 
land area and to population is 
about 1.77 km _ per thousand 
people. Road length per capita 
ranges from 0.08 metres (Bangla- 
desh) to 2.27 metres (the Lao 
People’s Democratic Republic) 
compared with an average of 2 km 
in most of the developing countries 
in the ESCAP region and 10 in 
some developed countries.° The 
problem of inadequate road devel- 
opment stems largely from the high 
cost and difficulty of road con- 
struction. In Bhutan, because of 
the need to cross countless deep 
water-sheds, most roads have to be 
carved out of steep mountainsides. 
Similarly, in Bangladesh, the Lao 


5 Economic and Social Survey of 
Asia and the Pacific 1983, p. 120. 
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People’s Democratic Republic and 
Nepal, difficult terrain created by 
criss-crossing streams, rivers and 
canals presents formidable problems 
for the development of an adequate 
road network. The combination of 
monsoon rains and poor quality of 
road surfaces, not strong enough 
to withstand the volume and the 
weight of traffic, further aggravates 
the situation and disrupts access to 
certain portions of the existing road 
network. These problems impose a 
heavy burden on the government 
budget for maintenance of roads 
in good order. However, expendi- 
ture on maintenance generally 
forms a low proportion of construc- 
tion expenditure. It has been 
about 3 per cent in Nepal.© Asa 
result, much of the capital expendi- 


ture on road construction often 
proves unproductive after a short 


period due to a lack of adequate 
provision of resources for main- 
tenance and repair. 

Nevertheless, in most of the 
least developed countries of the 
region, efforts have continued to be 
made to expand gradually the 
existing road network and improve 
maintenance. In Bangladesh, a 
major priority in the road develop- 
ment programme is to construct a 
large number of feeder roads to 
connect highways with the upa- 
zilas (subdistricts) and other growth 
centres. Work on upgrading some 
sections of national/regional high- 
ways also is in progress, while 
feasibility studies have been ini- 
tiated on Meghna and Gumti 
bridges on the Dhaka-Chittagong 
highway. In Nepal, the construc- 
tion of highways and feeder roads 
at low cost has been given priority, 
while motorable roads in important 
urban areas and district headquar- 
ters continue to be gradually ex- 
tended and upgraded. In 1984/85, 
Afghanistan plans to build 41 km 


6 ESCAP, “Trends in the develop- 
ment of the Asian Highway and other 
roads and road transport in the region” 
(E/ESCAP/STC.7/1), 7 October 1983, 
p. 31, Table 11. 


of new roads, and the total length” 
of roads will reach 19,030 km by © 
the end of the fiscal year. In the 
Lao People’s Democratic Republicll 
the emphasis is on maintaining and 
improving the existing network | 
rather than building new trunk 
roads. A set of related projects 
has been initiated aimed at up- 
grading the main axes, particularly — 
routes 13 and 9, two routes of 

general interest’? that form the 

main arteries of the national distri- © 
bution system. 


\ 


C. FOREIGN TRADE ; 


Although exports and imports — 
bear a substantially high ratio to 
GDP in most of the seven least 
developed countries, their growth 
has been handicapped by a number 
of factors. Except for Bangladesh, 
the least developed countries are 
either land-locked or isolated island 
countries. Transport costs are high 
for the land-locked countries 
because of considerable transit ship- 
ment through third countries and 
for island economies because of 
their isolation. Bangladesh itself 
lacks adequate shipping and port 
facilities. 

The weak foreign trade posi- 
tion of the least developed coun- 
tries of the region is reflected not 
only in the narrow composition of 
their exports (Box I.8), but also 
in the virtual stagnation or deteri- 
oration of export earnings in real 
terms. During the 1970s, the real 
value of exports (corrected for the 
terms of trade effect) of Bangladesh, 
the Lao People’s Democratic 
Republic and Nepal declined at an 
annual rate of 10, 1.1 and 3.6 per © 
cent respectively, while those of — 
Maldives and Samoa grew at a rate 
of 0.6 and 1.5 per cent respec 
tively. Only in Afghanistan did 
exports grow at the high rate of 7.9 — 


7 Routes of general interest, or 
routes linking the Lao People’s Demo- — 
cratic Republic to the neighbouring — 
countries of which the greater part forms — 
the Asian Highway. 


A major problem facing least 
developed countries is the low level 
‘and narrow base of their exports. Ex- 
ports of all least developed countries 
in the ESCAP region totalled about 
~ $1,600 million in 1982, 90 per cent of 
which was accounted for by Afghanis- 
‘tan and Bangladesh (in almost equal 
proportions). Nepal ranks a far third, 
with commodity export earnings 
averaging about $100 million a year 
during 1980-1983. The other four 
least developed countries have com- 
_ modity export earnings ranging from 
$10 million to $50 million a year each. 

The low level of exports rests on 
a narrow base, whether of manufac- 
_ tures or of primary commodities. 
' None of the countries is well endowed 
with natural resources or with a variety 
of primary commodities. The scarcity 
of other complementary resources, 
including trained manpower, does not 
allow them to take full advantage of 
the few natural resources they do 
possess. Thus, many of their raw mate- 
tials, such as gas, jute, hides and skins, 
are exported in relatively unprocessed 
form. If processing facilities with the 
necessary capital investment could be 
established, a greater amount of value 
added could be domestically generated 
along with a greater variety of goods 
for export. The problem of lack of 
export diversification in these coun- 
tries is part of the problem of their 
underdevelopment and lack of access 
to capital. 

In both Afghanistan and Bangla- 
desh, there is a heavy concentration on 
one or two commodities. In Afghani- 
stan, where until the late 1970s tradi- 
tional exports such as fruits and nuts, 
sheep skins and carpets formed 70 
per cent of total exports, natural gas 
(exported largely to the USSR) has 
provided an equally important source 
of export earnings in recent years. 
There seems to be very little else on the 
horizon to further augment Afghani- 
stan’s export earnings. In Bangladesh, 
jute and jute products have accounted 
for more than 60 per cent of export 
earnings. Among other major exports 
are tea, leather and fish. Of late, 
manufactured garments have become 
an important and fast-growing export. 
The projected value of these exports 
in 1984/85 at the current exchange 
| rate is $83.3 million, which is several 
times higher than in 1982/83. It is 


unlikely that the industry will con- 
tinue to grow at such high rates for 
long, especially in view of the increas- 
ing protectionism in importing coun- 
tries. The country faces an uphill task 
in adding non-traditional exports, for 
which competition is keen and produc- 
tion requires heavy initial investments, 
especially in infrastructure. 

The remaining five least developed 
countries in the ESCAP region face a 
variety of problems in expanding their 
exports. Nepal, the exports of which 
consist largely of agricultural products, 
including cereals, faces the 
problem of raising agricultural pro- 
ductivity sufficiently in order to 
generate export surpluses, which are 
being reduced by rising domestic 
demand. The export earnings of the 
other four least developed countries 
are relatively small, but the need for 
their expansion and the difficulties 
therein nonetheless are considerable. 
The Lao People’s Democratic Repub- 
lic’s rich timber resources have great 
export potential With appropriate 
policies for the conservation of forests, 
wood processing and realistic price 
policies the country would be able to 
win back some of the markets in coun- 
tries outside CMEA. 

In Maldives, the main commodity 
for export, fish, has been subject to 
falling prices, which dropped by 50 per 
cent between 1981 and 1983. Among 
the new sources of export earnings in 


Box I.8. Need for diversification of exports 


Maldives have been tourism and ship- 
ping. Both have been adversely affected 
by the recession in developed countries, 
Maldives’ latest attempt to diversify its 
exports has been the establishment of 
a garments industry for export, which 
has expanded rapidly during the last 
few years. 

Samoa’s three main exports are 
coconut, taro and cocoa, Although the 
international prices of these commodi- 
ties have risen during the recovery, 
overall export earnings remain severely 
conditioned by the changes in agricul- 
ture output, determined largely by 
the weather and by fluctuations in 
commodity prices in the international 
market. 

Bhutan’s foreign trade base is, 
pethaps, the weakest of all these 
countries. Ninety per cent of its 
export trade is with India and consists 
of agricultural products, brewery 
products and cement. The country 
needs considerable capital inflows to 
exploit its matural resources and 
develop new exports. 

The diversification of the exports 
of least developed countries requires, 
on the one hand, the mobilization of 
domestic and foreign resources to 
expand production capacity and man- 
age it efficiently. On the other hand, 
these products need access to 
foreign markets, which may be effec- 
tively closed to them because of pro- 
tectionist measures in other countries. 


Least developed countries, ESCAP region. Commodity composition of 
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4 Natural gas for fuel and minerals, and carpets for manufacturing exports respectively. b Manu 
facturing exports consist mostly of jute manufactures and other textiles. © Manufacturing exports 


consist largely of cement. 


4 Fuel and minerals exports consist largely of electricity. © Commodity 


exports form less than 10 per cent of Maldives total foreign exchange earnings. 


per cent per annum on average. On 
the other hand, the volume of 
imports declined sharply in the Lao 
People’s Democratic Republic and 
Bangladesh by 17.5 and 5.2 per 
cent per annum, while in Maldives 
and Nepal the volume of imports 
declined by 2.6 and 0.5 per cent 
respectively. Afghanistan and 
Samoa experienced an increase of 
8.7 and 5.7 per cent respectively in 
imports during the last decade.® 

The International Development 
Strategy for the Third United 
Nations Development Decade has 
specified a growth target of exports 
of 7.5 per cent per annum and for 
imports of 8 per cent per annum, 
In view of the past performance of 
the least developed countries of the 
region, as well as the deteriorating 
environment for world trade in the 
early 1980s, it is most unlikely that 
they will achieve such targets 
in regard to exports and im- 
ports, unless extremely strong 
international support measures are 
taken in their favour, not only in 
the field of trade but also in capital 
transfers and debt relief. 

In Afghanistan, between 1980 
and 1982 the value of exports 
remained more or less stable, with 


8 UNCTAD, The Least Developed 
Countries and action in their favour by 
the international community (United 
Nations publication, Sales No. E.83.1.6), 
Table III.3. 


total export earnings of about $700 
million. About 50 per cent of 
exports, including almost the whole 
of natural gas, were sold to the 
USSR against imports from that 
country. Just above 40 per cent of 
exports were sold to countries 
outside CMEA. Imports rose by 
about 12 per cent annually during 
1981-1982. The balance of trade 
remained in surplus, although the 
surplus fell from $72 million in 
1981 to $13 million in 1982. 
Export earnings in fiscal years 1983 
and 1984 (starting 21 March of the 
year), estimated at $657 million and 
$666 million respectively, were 
6-7 per cent lower than in 1982. 
Imports, consisting mainly of essen- 
tial consumer goods, machinery and 
vehicles, were lower in fiscal years 
1983 and 1984 than in 1982. 
However, because of a larger fall in 
exports than imports, the trade 
balance was in deficit in fiscal years 
1983 and 1984, reversing the 
record of trade surplus in 1980- 
1982. 

The trade deficit of Bangladesh 
jumped from an average of $844 
million during 1978-1979 to $1.8 
billion in 1980 and to $2 billion in 
1981, but declined to $1.5 billion 
in 1982 and to $1.4 billion in 
1983 (Table I.14). The changes are 
largely associated with fluctuations 
in foodgrain imports during 1980- 
1981. The increases in imports in 


1981 were accompanied by a 
decline in exports by almost 13 
per cent due to weak demand for 
and falling prices of Bangladesh’s 
main exports, jute and jute goods, 
tea and leather. In 1982, prices of 
jute and jute goods and tea partly 
recovered, and total exports rose by 
more than 1S per cent. 

At the same time, imports 
declined by 15.5 per cent to narrow 
the trade gap by more than $0.5 
billion in 1982. In 1983, export 
prices recovered further but, owing 
to the reduced volume of exports, 
the value of exports fell by 5 per 
cent, which was offset by a decline 
in imports, leaving the trade deficit 
almost unchanged. In 1984, exports 
are unlikely to rise substantially, 
while imports are almost certain to 
be higher due to a larger need for 
food imports occasioned by flood 
damage to crops during the year.” 

Exports in 1982 doubled in the 
Lao People’s Democratic Republic 


9 Data from national sources on a 
fiscal year basis indicated a somewhat 
different pattern of export growth. 
These indicate that exports, after having 
declined by 12 per cent in 1981/82, rose 
by 9 per cent in 1982/83 and by about 
17 per cent in 1983/84. The target 
export earnings in 1984/85 were 11 per 
cent higher than realized in 1983/84. 
Reductions in quantity of jute and jute- 
goods exports were indicated over the 
years 1982/83 and 1983/84. The trade 
deficit for 1983/84 has been estimated 
at $1.6 billion. 


Table 1.14. Least developed countries, ESCAP region. Balance of trade, 1980-1983 


(Millions of US dollars) 


Exports (f.0.b.) Imports (c.i.f.) 
1980 1981 1982 1983 1980 1981 1982 
Afghanistan 670° 694... 708/468) “552° 622 L695 
Bangladesh 759 662 765 725 2598 2704 2284 
Lao People’s Democratic 
Republic 14 19 40 53 92 90 124 
Maldives 8 9 10 ad c= 26 28 
Nepal 80 140 88 94 342 369 395 
Samoa 17 10 12 17 63 67 


Balance of trade 
1983 1980 1981 1982 1983 
7S 2118 72 13) 2 
2161 -1839 -2042 -1519 -1 436 


464 -262 -229 -307 -370 
52 46 -57 -38 -35 


Sources: IMF, International Financial Statistics, vol. XXXVII, No. 11, November 1984; International Financial Statistics Year- 
book 1984; United Nations, Monthly Bulletin of Statistics, yol. XXXVIII, No. 9, September 1984 and national sources. 


= Preliminary estimates. 
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sargely because of a threefold 
‘ncrease in the export of hydroelec- 
tic power to Thailand, which 
sonsumes over 80 per cent of the 
slectricity generated in the Lao 
People’s Democratic Republic. 
‘ixports to countries in CMEA 
ilmost doubled, increasing the 
oroportion of exports to these 
countries from 32.4 per cent in 
1982 to 47 per cent in 1983. 
Exports to other countries re- 
nained unchanged, except of 
simber, which recovered slightly 
after having steadily fallen from 
1979. Imports in 1983 remained 
t the same level as in 1982, but 
their commodity composition, 
origin and means of financing 
changed considerably. First, the 
non-aid imports increased by about 
$10 million, while there was a cor- 
responding reduction in aid-financed 
imports. Secondly, imports from 
countries other than in CMEA 
decreased by $17 million, the 
reduction being mainly accounted 
for by a decline in imports under 
aid programmes. Imports from 
‘countries in CMEA increased by the 
‘same amount, of which the increase 
in aid-financed imports was of $7 
million. Lastly, machinery and raw 
materials imports from countries 
outside CMEA increased by $3 
million. 

The trade deficit declined from 
$84 million in 1982 to about $72 
million in 1983, much of the im- 
provement being due to a large 
reduction in imports from countries 
outside CMEA, while the trade 
deficit with countries in CMEA 
widened by about $5 million. The 
balance on services account in the 
Lao People’s Democratic Republic 
produced a modest surplus of $5 
million in both 1982 and 1983, 
mostly from a rise in fees for over- 
flight by foreign airlines and in- 
creased private remittances in 
response to the introduction of a 
preferential rate of exchange. 

The value of Nepal’s exports 
fell by an average of 15 per cent per 


Figure 1.9. Least developed countries, ESCAP region. Ratio of exports to 


imports,? 1980-1983 


(Percentages) 


Afghanistan? Bangladesh 
Democratic 


Republic 


Lao People’s 


Maldives 


< Exports are on a free-on-board (f.0.b.) basis and imports include the costs of insurance and freight 


(c.i.f.). > Preliminary estimates for 1983. 


year during 1982-1983, declining 
from $140 million to $94 million. 
The fall in exports was largely due 
to a decline in agricultural produc- 
tion and an increase in domestic 
consumption, especially of rice, 
which constitute a large share of 
exports. Imports, however, rose 
steadily during the period to reach 
a value of $464 million in 1983 
compared with $369 million in 
1981. Growth in imports took 
place in spite of a substantial reduc- 
tion in the cost of petroleum 
imports, which constituted 53 per 
cent of imports in fiscal year 
1982/83 but 37 per cent in 1983/ 
84. The trade deficit increased to 
$370 million in 1983 compared 
with $229 million in 1981.1° A 
large part of Nepal’s foreign trade 
was with India, which accounted 
for 75 per cent of Nepal’s exports 
and about 40 per cent of imports in 


10 In the fiscal year 1983/84, value 
of exports was indicated at $107 million. 
For the first nine months of the year, 
exports were provisionally estimated at 
$82 million and imports at $317, giving 
a trade deficit of $236 million. See His 
Majesty’s Government of Nepal, Ministry 
of Finance, Economic Survey 1983/84 
(1984) Statistical Tables 5.5 and 12.2. 
The figures were converted by using an 
exchange rate of NRs 15.5 to the United 
States dollar. 


1982/83. This indicated a reversal 
of an earlier trend for the diversifi- 
cation of overseas markets. 

In 1983, Samoa’s export earn- 
ings rose to $17 million, the same 
level as in 1980, after serious 
declines during 1981 and 1982. 
The gain was mainly because of a 
recovery in the prices of its export 
commodities. A 17.5 per cent 
depreciation of the currency also 
helped to raise the value of exports 
and to reduce imports. The trade 
deficit improved from $57 million 
in 1981 to $35 million in 1983. 

While the export potential of 
most of the least developed coun- 
tries in the region is rather limited 
(Box I.8), dependence on 
imports is high and increasing in 
many cases. The ratio of exports 
to imports in 1983 ranged from 
20 per cent in Nepal to 94 per cent 
in Afghanistan (Figure [.9). 
Between 1981 and 1983, the 
balance of trade of the least devel- 
oped countries deteriorated, except 
in Bangladesh, the Lao People’s 
Democratic Republic and Samoa. 
The improvement in Bangladesh 
was largely the result of cut-backs 
in imports. The magnitude of the 
balance of trade in Bangladesh 
largely depends on the performance 
in the agricultural sector, which 
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determines the volume of jute 
exports and of food imports. Food 
imports may account for a quarter 
of total imports in a bad crop year. 
In the Lao People’s Democratic 
Republic, recent improvements in 
the balance of trade have resulted 
from a 300 per cent increase in 
exports of electricity to Thailand. 
Although the trade balance of 
most of the least developed coun- 
tries is generally unfavourable, it is 
partly offset by a favourable service 
balance and private transfers in 
a number of countries. Bhutan, 
Maldives, Nepal and Samoa have 
substantially high net receipts on 
services, mainly from tourism; in 
the Maldives, substantial receipts 
are also earned from international 
shipping. The recent recession has 
unfavourably affected such receipts 
in many of these countries. Sub- 
stantial payments for international 
shipping, air transport, travel and 
interest on external debt are also 
made by most of the least developed 
countries. Bangladesh runs a sub- 
stantial deficit on the service 
accounts, while in Afghanistan 
and the Lao People’s Demo- 
cratic Republic the service pay- 
ments and receipts net out, on the 
average. Private remittances are 
an important credit item in the 
balance of payments of Bangla- 
desh and Nepal and have helped 
partly to offset their large trade 
deficits. | The lower tempo of 
economic activity in Western Asia 
may reduce the flow of these 
remittances in the future. 


D. DOMESTIC POLICIES 


To provide internationally 
accepted minimum standards of 
living, to bring about structural 
transformation, and to reduce the 
severity of the effects of natural 
disaster in the least developed coun- 
tries, the Substantial New Pro- 
gramme of Action has elaborated a 
large number of policies and other 
measures. Because of the general 
scarcity of resources of all kinds 
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and especially skilled personnel, 
the range of policy options avail- 
able to these countries is quite 
limited. Attempts by Governments 
to achieve a number of policy 
objectives with the few policy 
instruments available to them have 
sometimes resulted in inconsisten- 
cies and frustration. Some of the 
policy measures adopted by the 
least developed countries are dis- 
cussed _ below. International 
support measures will be taken up 
in the next section. 


1. Macro-economic policies 


One of the central problems 
faced by the least developed coun- 
tries in the ESCAP region was that 
of mobilizing resources to maintain 
essential government expenditure 
and to finance programmes of 
investment to bring about eco- 
nomic and social development. 
Generally low rates of growth of 
output and less than robust growth 
in export earnings forced Govern- 
ments in many of these countries to 
reduce fiscal expenditure and im- 
ports, which further aggravated 
their difficulties of economic 
management. Belt-tightening mea- 
sures in the context of near- 
subsistence incomes and_ high 
unemployment and underemploy- 
ment proved generally very difficult. 
Yet the least developed countries 
of the region followed generally 
prudent policies of economic 
management. 

In the face of tightening re- 
source constraints, Bangladesh over 
the past several years has stepped 
up efforts to mobilize domestic 
resources by fiscal measures, and by 
stimulating investment and produc- 
tion in the private sector. The 
major elements of the fiscal effort 
were the widening of the tax base 
to raise the volume of resources 
available to the Government, in- 
creasing non-tax revenues through 
improvement in the performance of 
public sector enterprises and utili- 
ties, and containing the growth of 


current expenditure by phasing o 
various consumer and produc 
subsidies. Further, efforts were 
made to improve the content of the 
public investment programme by 
concentrating investment on quick- 
yielding and short-gestation 
projects, which would contribute to 
the growth of output and employ- 
ment and improve the balance of 
payments in the medium term. 

New revenue measures intro- 
duced in the 1984/85 budget, for 
example, are estimated to yield 
additional revenue of Tk 10.4 
million during the year, equivalent 
to 2.9 per cent of total tax revenue. 
These included the imposition of 4 
water rate on surface irrigation 
water supplied under the authority 
of the Bangladesh Water Develop- 
ment Board, a business turnover 
tax and rises in railway and postal 
rates, the airport departure tax and 
the motor vehicles tax. Rates of 
customs duty, sales tax and excise 
duty were also rationalized to 
provide incentives to domestic 
industries. To augment public 
sector resources further, Tk 1,630 
million were to be raised from 
surpluses of the Bangladesh Power 
Development Board and debenture 
issues during 1984/85. 

In Bhutan, total outlay in the 
fifth plan (1981-1987) is projected 
to be Nu 4,338.1 million, of which 
Nu 3,176.1 million (or 73 per cent) 
is for investment. The ratio of 
gross investment to GDP is pro- 
jected to rise from about 16 per 
cent in 1980/81 to an average of 
about 30 per cent during the fifth 
plan period, with a record high level 
of 45 per cent in 1984/85. Higher 
investments are mainly for exploit- 
ing the natural resource potential of 
the country. 

In recent years, fiscal perform- 
ance in the Lao People’s Democrati¢e 
Republic has improved consid- 
erably. This has been effected 
mainly through a reduction in 
government expenditure achieved 


largely by restricting the size of the 


' 
f 


; 


civil service and containing the 
increase in real wages. Revenue- 
raising measures have included 
increases in the prices of goods and 
services produced by public enter- 
rises, and the collection of more 
tax revenue, including that from 
agriculture. Nevertheless, increased 
capital expenditure has far out- 
stripped the rise in revenue and 
savings from holding down current 
expenditure. 

In Nepal, total investment 
between 1980/81 and 1982/83 
increased at the rate of 24 per cent 
per year, from NRs 4,808 million 
‘to NRs 7,117 million. Although 
public sector investment was 
expected to decline in real terms 
in 1983/84, due to restraints on 
expenditure by the Government, 
an increase in private investment 
‘was expected to more than offset 
this reduction. Total investment 
as a ratio of GDP was estimated 
‘to rise to 16 per cent, and more 
than half of it was to have been 
financed by domestic savings, 
reversing the greater dependence 
on foreign savings in recent years. 
At the same time, the Govern- 
ment also restricted the import 
of non-essential commodities, 
which helped the trade deficit to 
decline by over $55 million and to 
12 per cent of GDP in 1983/84 
from 15 per cent in 1982/83. 

In Samoa, government policies 
in 1983 were designed to redress 
the fiscal and monetary imbalance 
of the previous three years. The 
overall budget deficit had doubled 
from 10.2 million tala (or 49 per 
cent of internal revenue, excluding 
grants) in 1979 to 20.4 million tala 
(or 72 per cent of internal revenue) 
in 1982. The overall deficit was 
‘budgeted to fall to 6.7 million tala 
in 1983. New measures to raise 
taxes included a change in the basis 
of assessment of customs duties 
from current domestic value to the 
cif. value, a doubling of the 
import surcharge, sharp increases in 
taxes on beer and cigarettes, and 


increases in fees and charges. Petro- 
leum products imported by the 
Electric Power Corporation ceased 
to be exempt from duty. These 
measures were expected to con- 
tribute a rise of 21 per cent (or 
5.9 million tala) in internal revenue 
in 1983. 


2. Sectoral policies 


(a) Agriculture 


Most of the least developed 
countries have policies to augment 
food supplies domestically to 
attain food security as soon as 
possible. The nature of the policy 
instruments differs from country to 
country due to differences in the 
local situation. Afghanistan has 
been giving priority to the imple- 
mentation of land reform pro- 
grammes, in which the expansion of 
the co-operative movement plays a 
key role. ‘Many countries con- 
tinued efforts to increase the 
production of exportable agricul- 
tural commodities. In Bangladesh, 
the major emphasis in the current 
plan (1980-1985) has been on the 
“rapid expansion of irrigation 
water-fertilizer-seed technology 
with a view to attaining food self- 
sufficiency over the shortest possi- 
ble time”? 

The agricultural development 
policy in Bangladesh has three main 
sets of objectives. The first, to 
reduce risks associated with the 
unpredictability of monsoons by 
constructing drainage, flood control 
and irrigation works. The second, 
to increase cropping intensity and 
productivity by delivering com- 
plementary inputs (HYV seeds, 
fertilizer, pesticides, credit and 
extension services), The third, to 
provide price incentives, improved 
storage and other marketing facili- 


ties. The Government has estab- 
lished a programme for the 
11 


Bangladesh, Planning Commission, 
Ministry of Finance, The Second Five 
Year Plan 1980-85 (Dhaka, May 1983), 
p. 125. 


stabilization of prices of food- 
grains. However, recognizing that 
a rapid expansion in the use of 
high-yielding technology would 
significantly increase agricultural 
productivity and the employment 
and income of a large number of 
small farmers, the Government has 
been also working to establish a 
desirable balance between agricul- 
tural input and output prices. Pro- 
curement prices for rice and wheat 
were increased in 1983/84 in order 
to maintain incentives for the more 
intensive use of input. The private 
sector has been given an expanded 
role in installation and maintenance 
of irrigation equipment and fertili- 
zer sale. In order to reduce govern- 
ment subsidies, prices of fertilizer 
and irrigation equipment were 
raised in 1982/83 and 1983/84. 
Major changes were introduced in 
agricultural credit policies, including 
those on interest rates and the 
recovery of credit. 

In the current fifth plan (198 1- 
1987), Bhutan has provided for the 
diversification of agricultural 
production, especially of cash crops 
to increase cash incomes of farmers. 
However, as in Bangladesh, Bhutan’s 
main problem is ensuring adequate 
domestic food supplies. In 1982/ 
83, the country imported 25,000 
tons of foodgrains to overcome 
shortages caused by drought. The 
Government has given high priority 
to growth in agriculture and aims 
to restore food self-sufficiency by 
the end of the fifth plan. The 
increase in output is intended to 
come from an expansion of the area 
irrigated, for which purpose nearly 
half the development expenditure 
on agriculture is being devoted to 
irrigation projects. A total of 
13,100 hectares, or 10 per cent of 
cultivated area, is planned to be 
brought under irrigation during the 
fifth plan; over one third of this 
target has already been achieved. 

Meanwhile, Nepal has con- 
tinued its policy of expansion and 
maintenance of major and minor 
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irrigational facilities’ to achieve 
higher rates of agricultural growth. 
In the island countries, Maldives 
and Samoa, development of planta- 
tion crops and fisheries continues 
to constitute the core of agricul- 
tural policies. 


(b) Industry 


The least developed countries 
in the region have limited policy 
options to pursue in trying to 
industrialize, mainly on account of 
limits on resources and know-how. 
However, within these limitations, 
the countries are vigorously pursu- 
ing policies for the optimum em- 
ployment of existing production 
facilities and the diversification of 
the industrial base for import substi- 
tution as well as export promotion. 

In policies for industrialization, 
there are differences of approach 
among countries on the relative role 
of the public sector. While Afghan- 
istan and the Lao _ People’s 
Democratic Republic have chosen 
to increase the role of the 
public sector, most other countries 
have recently taken steps to en- 
courage private investment, both 
domestic and foreign. 

In Bangladesh, the Government 
took several such measures. The 
Industrial Investment Schedule was 
revised in 1982 to enable the 
private sector to participate on a 
larger scale in import-substitute and 
export-oriented industries. The 
Industrial Promotion and Develop- 
ment Company was set up in 1983 
to give further stimulus to private 
investment. Since the late 1970s, 
the Government has transferred 
570 industrial units back to the 
private sector. Although most of 
them were small, some of the 
transferred units, especially in jute 
and textiles, were large; the Govern- 
ment’s motivation was to encourage 
the private sector. The private 
entrepreneurs have responded 
favourably to the package of in- 
centives and facilities offered by 
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the Government. This was re- 
flected in higher amounts sanctioned 
for industrial projects and invest- 
ment. During 1983/84, private 
investment was estimated at Tk 
21,237 million. To attract foreign 
private investment, an Export 
Processing Zone (EPZ) has been set 
up at the port city of Chittagong. 
A five-year tax holiday is allowed in 


the EPZ regardless of the size of 
investment. 

In Bhutan, the Government 
plans to develop public sector 
industries and, at the same time, 
adopt parallel policies to encourage 
the private sector. The public 
sector would be mainly engaged in 
large-scale natural resource-based 
industries, generally beyond the 
capacity of private entrepreneurs. 
In view of the overall shortage of 
labour, both skilled and unskilled, 
capital-intensive methods of pro- 
duction are being encouraged. 

In Nepal, policies have been 
adopted to promote investment in 
industry, especially by the private 
sector. Licensing procedures for 
the establishment of private enter- 
prises were simplified, and regula- 
tions on foreign investments were 
liberalized in 1982 under the 
Industrial Enterprises Act and the 
Foreign Investment and Technol- 
ogy Act. The Corporations Co- 
ordination Committee was set up in 
1983 to improve policy formula- 
tion and co-ordination as well as to 
increase overall efficiency in public 
enterprises. 

In Samoa, industrial develop- 
ment is being encouraged through 
the provision of incentives under 
the Enterprises Incentives Scheme. 
These incentives include tax holi- 
days of up to five years and exemp- 
tion from customs duties on 
imported inputs. Since 1980, 
24 enterprises have been granted 
incentives under the Scheme. Addi- 
tional facilities have been provided, 
under the Industrial Free Zone Act, 
to investors intending to manufac- 
ture for export. Sites are made 


available to investors under long- 
term leases. Moreover, exports from 
Samoa, as a least developed country, 
can benefit from tariff advantages 
under the Lome Convention and 
the South Pacific Regional Trade 
and Economic Co-operation 
Agreement (SPARTECA). 


E. INTERNATIONAL SUPPORT 
MEASURES 


1. Aid climate for the least 
developed countries 


The implementation of the 
provisions of the Substantial New 
Programme of Action for the 1980s 
for the Least Developed Countries 
and of the International Develop- 
ment Strategy for the Third United 
Nations Development Decade 
regarding the flow of foreign 
assistance to the least developed 
countries has been markedly un- 
satisfactory during 1981-1983. 
At the global level, total official 
transfers to developing countries, 
which form the main source of 
foreign assistance to the least 
developed countries in the region, 
have stagnated at approximately 
$29 billion during 1982 and 1983 
(see Chapter I). The aid climate 
for the least developed countries, as 
well as other developing countries, — 
has worsened during the 1980s in 
comparison with the previous | 
decade, when ODA flows to the 
least developed countries had — 
steadily increased. Total capital in- — 
flows, including non-concessional 
assistance, to all least developed 
countries more than doubled 
between 1970 and 1980 in real — 
terms; ODA itself doubled during — 
the period, while non-concessional — 
assistance grew more rapidly. In — 
1980, total net resource transfers to — 
all least developed countries — 
reached a peak of $8 billion, of 
which $6.9 billion was ODA." ? i 


12 UNCTAD, “The least developed — 
countries, 1984 report” (TD/B/1027), 
November 1984, p. 31, Table 1.14. 


Since 1981 there has been a 
decrease in overall aid flows to 
developing countries and in the 
share of the least developed coun- 
tries in such flows. While ODA to 
all developing countries decreased 
by 2.2 per cent in 1981, the fall in 
the least developed countries’ re- 
ceipts of ODA was 3.8 per cent. In 
‘1981, the share of total external 
resource transfers to developing 
countries that was received by 
the least developed countries fell to 
6.7 from 9.1 per cent in 1980. 
Non-concessional flows suffered 
more, being halved from the 1980 
level. There also was a marked 
decline in guaranteed private credit. 
In 1982, the volume of conces- 
sional flows to the least developed 
countries from all sources recovered 
to the 1980 level, largely because 
of a 42 per cent increase over 1981 
in aid received from members of 
OPEC. Bilateral ODA from coun- 
tries in DAC also recovered to the 
1980 level. However, multilateral 
aid flows stagnated, and non- 
concessional flows (mainly direct 
investment) recovered to some 
extent. 

Provisional estimates for 1983 
suggest no increase in ODA flows to 
least developed countries as com- 
pared with 1982. The worst af- 
fected form is multilateral aid, 
particularly because of the 
problems faced by IDA. Net dis- 
bursements of ODA to _ least 
developed countries during 1981- 
1983 were about 40 per cent lower 
than the volume disbursed in 1976- 
1980. This makes the target of 
doubling ODA flows to the least 
developed countries by 1985 
almost impossible to achieve if 
flows are maintained at the current 
level. Total DAC aid in 1981 and 
1982 was 0.08 per cent of GNP of 
DAC countries, compared with 
0.09 per cent in 1980 and the 0.15 
per cent target set in the Substan- 
tial New Programme of Action. 
Some European countries, such as 
Norway, Sweden and the Nether- 


lands, continued to provide a pro- 
portion higher than the target in 
the Substantial New Programme of 
Action and to increase the ratio for 
ODA to GNP. The ratio for mem- 
bers of OPEC reached 0.27 in 1982, 
although in some countries the 
ratio fell considerably below 0.15 
per cent. 


2. Aid flows 


Foreign assistance to least 
developed countries in the ESCAP 
region has been generally declining, 
especially in real and per capita 
terms. The concessional element in 
assistance to most countries, 
though still very high, is also 
declining. Owing to insufficient 
growth in exports, the debt- 
servicing capacity of these countries 
has not risen as fast as the need to 
borrow from non-concessional 
sources as the volume of official 
assistance falls. 

Net ODA and total resource 
flows to the region’s least devel- 
oped countries in 1983 were about 
20 per cent lower than in 1980 
(Table 1.15). The fall occurred 
mainly in 1983, as in 1982 there 
was a considerable recovery in aid 
flows to the region, offsetting the 
decline in 1981. Average net 
nominal aid flows to these countries 
per year, at $1,421 million during 
1981-1983, were lower by 1.4 per 
cent compared with the average of 
$1,442 million during the imme- 
diately preceding three years. 
Among the countries most seriously 
affected have been Afghanistan, 
Bangladesh, the Lao’ People’s 
Democratic Republic and Maldives. 

In Afghanistan, aid flows from 
Western and multilateral sources 
dropped to $32 million in 1980 
compared with an average of $103 
million during the three-year period 
1977-1979. Aid from these sources 
has further declined since 1980. 
Gross flows from countries in 
CMEA increased from an average of 
$41 million during 1978-1979 to 


$292 million in 1980, but have 
decreased since then. Aid require- 
ments for the 1980s are estimated 
at $3.8 billion, or 76 per cent of 
planned investment. Of this, 
countries of CMEA are expected to 
provide $1 billion. On current 
indications, the gap is unlikely to 
be met. Sixty-four per cent of aid 
received by the Lao People’s 
Democratic Republic has been from 
socialist countries. The volume of 
this assistance rose to $100 million 
in 1981 compared with $80 million 
in 1980, but did not increase in 
1982. Aid flows from other sources 
were 38 per cent lower on average 
during 1981-1983 compared with 
the average flow during 1978-1980. 

While aid flows to Bangladesh 
in 1983 were lower by 24 per cent 
when compared with 1980 and by 
about 29 per cent when compared 
with 1982, the average for the three- 
year period 1981-1983, at $1,132 
million, was about the same as the 
average of $1,138 million during 
1978-1980. A commitment of 
$1.7 billion has been made for the 
fiscal year 1984/85. In past years, 
disbursements have been about 80 
per cent of annual commitments. 
If that ratio holds, disbursements in 
1984/85 may reach the 1982 level. 
Thus, aid flows in nominal terms to 
Bangladesh have stagnated or fallen 
slightly during recent years and 
fallen in real terms. Furthermore, 
terms of aid tended to become 
more unfavourable. 

Aid flows in nominal terms 
to Bhutan increased by over 15 
per cent each year during 1980- 
1983. Bhutan receives about 70 
per cent of its aid from India and 
the rest from multilateral sources. 
External assistance in recent years 
has amounted to about 25 per cent 
of GDP. Bhutan has received 
pledges of bilateral aid from a 
number of donors. External aid has 
played an important role in the 
economic development of Nepal. 
It formed 9.4 per cent of the GDP 
in 1981/82. Much of the aid has 
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Table 1.15. Least developed countries, ESCAP region. Aid flows, 1980-1983 


(Millions of US dollars) 
ODA ODA Total Cmga ~~ Pereentse change over 7G ae 
total total flows? countries ODA total ODA total Total flows’ — 
(grass) (net) (net) (gross) (gross) (net) (net) | 
Afghanistan 1980 39.8 32.3 43.3 292.2 
1981 34.3 232 22.7 253.0 -13.8 -28.2 -47.6 
1982 a 7ED 9.5 1255 261.8 -49.0 -59.0 44.9 
1983 22.6 15.6 15:3 Nas 29.1 64.2 22.4 
Bangladesh 1980 1691.9 1 262.4 1 259.4 11.5 
1981 1117.5 1 095.8 1 076.9 7.0 -34.0 -13.2 -14.5 
1982 1 358.7 1 343.8 1 378.5 11.0 21.6 22.6 28.0 
1983 966.4 957.4 966.1 -28.9 -28.8 -29.9 
Bhutan 1980 8.3 8.3 
1981 9.8 9.8 18.1 18.1 
1982 ks 13 117.3 15.3 15.3 
1983 13.0 13.0 13.0 15.0 15.0 
Lao People’s Democratic 1980 41.9 40.9 39.9 80.0 
Republic 1981 35.8 35.0 35.0 100.0 -14.6 -14.4 -12.2 
1982 39.3 38.4 38.2 101.0 9.8 SEI 9.1 
1983 30.6 29.2 29.6 ae -22.1 -24.0 -22.5 
Maldives 1980 21.4 PN PL 
1981 12.9 22.0 -39.7 3.8 
1982 Sa 5.5 2.1 -57.4 -90.4 
1983 Hes 6.9 4.9 tae 25.4 133.3 
Nepal 1980 180.8 163.1 161.4 0.1 
1981 183.2 180.6 180.6 4.5 1.3 10.7 11.9 
1982 204.7 200.7 199.5 2.0 1127, iat 10.5 
1983 201.5 199.3 196.0 -1.6 -0.7 -1.8 
Samoa 1980 26.0 25.7 25.1 - 
1981 25.4 25.0 24.6 - -2.3 -2.7 -2.0 
1982 23). 22.9 225i) - -8.7 -8.4 -7.7 
1983 27.4 Fife 31.4 18.1 18.3 38.3 
All ESCAP least 1980 1 554.1 1 558.6 
developed 1981 1 382.3 1 371.6 -11.0 -12.0 
countries 1982 1 632.1 1 664.8 18.1 21.4 
1983 1 248.5 1 256.3 -23.5 -24.5 
Sources: OECD, Geographical Distribution of Financial Flows to Developing Countries 1979/1982 (Paris, 1984) and OECD 


computer printout dated 14 November 19 


84. 


7 Including other official flows (OOF) and private flows. 


come from DAC countries and has 
gone into agriculture, irrigation and 
forestry. Nepal’s net aid receipts 
declined marginally in 1983 from 
the 1982 level, but the average for 
the period 1981-1983, at $193.5 
million, was higher compared with 
the average per year of $125.6 
million during 1978-1980. 

In Maldives, much of the 
external assistance has come from 
the Organization of Arab Petroleum 
Exporting Countries (OAPEC). 
The net aid flow in 1983 was $6.9 
million compared with $5.5 million 
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in 1982 and $21 million in 1980. 
The average flow during 1981-1983 
was $8.4 million per year compared 
with $12.1 million during 1978- 
1980. Aid inflows to Samoa were 
5 per cent higher in 1983 than in 
1980. However, the average flow 
during 1981-1983, at $25 million 
per year, was marginally lower than 
the average flow of $25.3 million 
during 1978-1980. 


3. External debt and debt servicing 


Total external debt outstand- 


ing of the region’s least developed 
countries was $6,139 million at the 
end of 1982 (Table I.16). Afghani- 
stan and Bangladesh together ac- 
counted for over 90 per cent of this 
total. The rate of growth of exter- 
nal debt of the region’s least 
developed countries considerably 
slowed down in the 1980s. While 


during 1975-1980 the overall rate 
of growth of external debt was 15 


per cent per annum, it fell to 10.3 


per cent during 1980-1982. While 


Bangladesh’s external debt grew at 
16.9 and 11.2 per cent per annum 


during the two periods, that of 
| Afghanistan grew at much more 
modest rates of 7.8 and 5.2 per 
cent respectively. Maldives, fol- 
lowed by Nepal, had the highest 
growth rates in both periods, with 
296.8!3 and 38.8 per cent during 
1975-1980 and 34.8 and 30.6 per 
cent during 1980-1982. The Lao 
People’s Democratic Republic 
reduced its external debt during 
1980-1982 by an annual average 
of 10 per cent, while that of Samoa 
grew by 5 per cent during the same 
period. 

The rise in the debt outstand- 
ing and debt service payments of 
most of the least developed coun- 
tries of the region has been due 
partly to a decline in the grant 
element of aid received by these 
countries. For example, in Bangla- 
desh the grant portion of total aid 
receipts accounted for 60 per cent 
in 1982/83 and 54 per cent in 
1983/84. It is expected to decline 
further to 50 per cent in 1984/85. 
In Nepal, this decline was rather 
abrupt. Of total aid receipts, the 
grant portion dropped from 85 
per cent in 1981/82 to 46 per cent 


in 1983/84. 
Although ODA extended to 


the least developed countries, in 
general, is still highly concessional 
and in grant form and_ the 
debt service payments are rela- 
tively small when compared with 
the size of debt, the debt service 
payments nonetheless constitute an 
important drain on their foreign 
exchange earnings and _ gross 
domestic product (Table 1.16). 
In Bangladesh, the proportion of 
debt service payments in the export 
earnings declined in 1979 as com- 
pared with 1975-1978 and in- 
creased in 1981 and 1982. In 
Maldives, the proportion increased 
by almost seven times between 
1979 and 1982. In Nepal, the 
proportion rose from 4.9 per 
cent in 1979 to 11.1 per cent in 


13 Data for 
1976-1980. 


Maldives relate to 


Table I.16. Least developed countries, ESCAP region. External debt out- 
standing and debt service ratio, 1975, 1980 and 1982 


External debt at the end of Debt service ratio ® 
1975 1980 1982 1975 1980 1982? 
(Millions of US dollars) (Percentages) 
Afghanistan 819.0 1195.0 1324.0 T2352 25.6 15.8 
Bangladesh 1 612.8 Bo 2tel 4352.9 20.1 14.4 18.0 
(11.4) (30.6) (38.7) 
Lao People’s Democratic 
Republic 25.0 75.0 60.0 19.1 9.6 5.8 
Maldives 01° 24. 45:1 het, 49a, wome 
() (50.9) (51.2) 
Nepal 3307) 173.9 296.6 4.5 16.5 11,0 
(8.8) (11.6) 
Samoa 15.9 55.0 60.5 i Lafiil 26.9 15.0 
(30.7) ‘) (=) 
All ESCAP least 2 506.4 5044.8 6139.1 


developed countries 


Sources: 


UNCTAD, “Basic data on the least developed countries” (TD/B/1027/ 


Add.1), Annex, 12 November 1984, and the World Bank, World Debt Tables, 1983- 


1984 Edition (Washington, D.C.). 


Note: The figures in parentheses express debt outstanding as a percentage of GDP 


in the relevant year. 


@ Percentage of exports of goods only. b Preliminary estimates. “1976. q 1977. 


1980-1982. Samoa managed to 
bring the proportion down from 
20 per cent in 1979 to 16 per cent 
in 1982. 


4. Technical assistance and 
other issues 


The disbursement of technical 
assistance to the least developed 
countries of the region declined in 
1982 (Table 1.17). The flow of 
such assistance to Maldives 
and Samoa remained much higher 
than the average per capita for all 
least developed countries. Afghan- 
istan, Bangladesh, the Lao People’s 
Democratic Republic and Nepal 
received relatively less technical 
assistance. Technical assistance in 
the form of expertise, equipment 
and training facilities is highly 
valuable to all least developed coun- 
tries of the region. However, the 
content of this assistance varies 
among countries; in the smaller 


economies, generally, there is a 
need for a wide variety of expertise 
for short periods of time. 

Aid under bilateral arrange- 
ments is generally tied in one form 
or another, and the recipient coun- 
try is not free to purchase goods in 
the cheapest market. Even in 
countries that have rather liberal 
procurement rules, a considerable 
portion of aid is used to purchase 
from sources in aid-giving countries. 
Delays in implementation have led 
in recent years to heavy cost over- 
runs, especially owing to inflation. 
Aid-financed projects also suffer 
from high overhead costs incurred 
on account of foreign project staff. 
The use of local experience and 
consultancy services can reduce 
costs. There is also considerable 
scope for technical co-operation 
activities among developing coun- 
tries in providing technical assistance 
to the least developed countries of 
the ESCAP region. 
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Table I.17. Least developed countries, ESCAP region. Technical assistance 


disbursements," 1979-1982 


Total (millions of US dollars) 


1979 1980 
Afghanistan 37.8 21.8 
Bangladesh 148.2 158.9 
Bhutan 4.8 6.0 
Lao People’s 
Democratic 
Republic 12.0 14.0 
Maldives 2.2 2.8 
Nepal 38.1 350.5 
Samoa 6.0 9.8 
All ESCAP least 249.1 263.8 


developed countries 


All least developed 
countries 


All developing 
countries 


Sources: 


1981 


14.8 
147.1 


13.3 


52.7 
10.8 
248.6 


Per capita ($US) 


1982 1979 1980 1981 1982 


13.9 2.4 1.3 0.9 0.8 
133.1 1.7 1.8 1.6 1.4 
4.2 5.2 6.1 


11.3 BS) 3.8 eS) 2.9 

Sa yee ert 5 5e 

63.8 2.8 3.6 3.7 4.3 

7.6 387 62.8 688 48.1 
2.0 2.1 9 


1111.6 1430.5 1504.8 1479.2 4.0 5.1 Sez 


6 390.3 7 452.4 7 587.8 7585.1 2.0 2.2 zee 


OECD, Geographical Distribution of Financial Flows to Developing 


Countries 1978/1 981 and 1979/1982 (Paris, 1982 and 1984). 


a 


Bilateral contributions from DAC member countries plus contributions from 


multilateral agencies mainly financed by them. 


One of the major problems 
faced by several least developed 
countries in the region is their 
incapacity to mobilize sufficient 
domestic resources to cover the 
domestic cost of externally 
financed projects. The problem 
has also surfaced in relation to 
financing recurring costs of proj- 
ects, the capital costs of which 
have been provided from abroad. 
Given the current difficulties in 
domestic resource mobilization in 
most of the least developed coun- 


tries, there may be room now for 
an examination of the need to 
externally finance the domestic 
cost components of projects as 
well. 


F. CONCLUSION 


The record of economic and 
social development in the least 
developed countries in the ESCAP 
region and the status of implemen- 
tation of policies and support 


measures for their accelerated 
economic development, reviewed 


in this chapter, lead to somewhat ~ 
disquieting conclusions. The rates — 


of economic growth during the 


period 1981-1983 have fallen far 


short of the targets specified in the 
Substantial New Programme of 
Action. Adverse weather conditions 
affecting domestic agricultural pro- 
duction and the lower prices of 
export commodities made the prob- 
lems of scarcity in resources more 
severe and the overall economic 
conditions more difficult. The flow 
of external assistance to these coun- 
tries during the period, with one or 
two exceptions, appears to have 
declined even in nominal terms. 
Success in efforts to mobilize 
more domestic resources has been 
limited. The adjustment measures 
that some of these countries had to 
implement amid near-subsistence 
levels of per capita income, high 
unemployment and very inadequate 
social services, must necessarily 
cause much hardship. It is in this 
context that the international com- 
munity needs to reassess its 
response to the urgency of the 
needs of the least developed coun- 
tries in the ESCAP region, to raise 
standards of living, to transform the 
structural characteristics of their 
economies, and to ward off the 
most severe consequences of 
natural disaster. Although domes- 
tic measures will have to bear the 
brunt of the burden of bringing 
about these changes, international 
support measures also need to be 
greatly strengthened. 


pn a, 
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A. FOOD AND AGRICULTURE 


n most developing countries of 

the ESCAP region, favourable 
weather conditions exercised a 
decisive influence on the marked 
improvement in agricultural pro- 
duction in 1983, in contrast to 
the situation in 1982 when many 
countries were affected by drought 
and delayed monsoons. Changes in 
weather were, however, not 
uniform, nor were they the only 
factors responsible for the rise in 
production. Most of the gains in 
production were concentrated in 
the two major cereal crops, wheat 
and rice, with a consequent general 
improvement in the food security 
situation. The production of some 
of the less important food crops 
and non-food crops did not rise as 
fast. Among the latter, sugarcane 
was especially adversely affected by 
sluggish demand in world markets. 


1. 1983 performance 


Aggregate agricultural produc- 
tion in the developing countries of 
the ESCAP region went up by 6.2 
per cent in 1983,’ about double 
the growth rate in 1982. A major 
factor contributing to high regional 
growth in 1983 was a remarkable 
rise in India’s agricultural output, 
which not only made up for the 
previous year’s decline but also 
raised it to an all-time high, 
especially in cereals. An equally 


1 Based on Food and Agriculture 
Organization of the United Nations 
computer printout dated 2 June 1984. 


important source of high growth 
was China, the largest agricultural 
producer of the region. A num- 
ber of other countries also achieved 
high rates of agricultural produc- 
tion in 1983. However, in 
a few countries agriculture did 
not fare so well, and growth in 
output was either below the rates 
of population growth, as in 
Bangladesh and Bhutan, or nega- 


tive, as in Fiji, Malaysia and 
Pakistan. 
Agricultural production in 


China grew by 6.6 per cent in 
1983, notwithstanding natural 
disasters in many parts of the 
country. It was particularly im- 
pressive as it followed a remarkable 
growth of 9.7 per cent in 1982. 
As a result of three consecutive 
years of good harvests, per capita 
production in China went up by 
18.2 per cent between 1980 and 
1983. 

The rate of growth in agricul- 
ture in India during 1983 was 12.8 
per cent as a result of a dramatic 
increase in cereal production. 
Burma continued to achieve high 
rates of growth for the fifth year in 
succession. The growth in 1983 
was 5.6 per cent in the agricultural 
sector, with food and non-food 
subsectors growing at an even pace. 
The Islamic Republic of Iran had a 
growth of 3.6 per cent in 1983, 
but the production has fluctuated 
each year with no clear trend in 
growth during the last six years. As 
a result, the per capita production 
in 1983 was still lower than in 
1976. 


V. PERFORMANCE IN SELECTED ECONOMIC 


Owing to unfavourable weather 
conditions in Pakistan during 
1983/84, production targets for 
many crops were unlikely to be 
reached. Production of all food 
crops was estimated to decline to 
about 17.1 million tons in 1983/84 
against about 18 million tons in 
1982/83. Against a target of 13 
million tons, wheat production was 
estimated at 12.4 million tons. 
Rice production was estimated at 
3.4 million tons, with a target of 
3.6 million tons, and the maize 
production target was 1,050 
thousand tons against an estimated 
production of 1,008 thousand tons. 

Agricultural production grew 
by 3.3 per cent in Sri Lanka in 
1983. Production recovered 
marginally after an unusually bad 
drought year and is still far below 
the previous peak in production. 
Output of plantation crops (tea and 
coconuts) declined owing to drought 
during the first half of 1983. 

The agricultural sector in the 
Association of South-East Asian 
Nations (ASEAN) countries during 
1983 grew more slowly than the 
GDP. Growth in agriculture was 
either negative or lower than that 
of population, except in Indonesia 
(3.7 per cent). Production in 
Malaysia went down by 1.5 per 
cent mainly because of a substan- 
tial reduction (5.2 per cent) in food 
crop production: paddy, cocoa, 
palm oil and _ pepper. These 
declines significantly offset the 
gains in other commercial crops. 
For the second successive year, 
agricultural production in the 
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Philippines grew at a very modest 
rate of 1.5 per cent. As a result, 
per capita production in 1983 
dropped to a level lower than 
that achieved in 1976, although 
capacity to reach high levels of 
production demonstrated in the 
past has been quite impressive. 
Following a steady rise in agricul- 
tural production in Thailand in 
recent years, its growth rate in 
1983 slowed down 1.5 per cent. 
The substantial decline in tapioca 
production in 1983 aggravated 
further the slow-down in growth 
in agriculture that had started in 
1981. 

The agricultural production in 


countries in former Indo-China was 
satisfactory in 1983. Growth was 
3.8 per cent in Viet Nam, while in 
Democratic Kampuchea there was 
a record 16.8 per cent growth 
in production. 

Among the countries of the 
South Pacific, production in Fiji 
declined steeply by 30.9 per cent, 
with significant adverse effects on 
the economy as a whole. The 
sharp decline in agriculture was 
attributable mainly to a fall in 
the production of sugarcane of 
more than two fifths over the 
1982 output level, primarily due to 
adverse weather conditions. Agri- 
cultural production in Papua New 


Table 1.18. Selected ESCAP economies. Agricultural growth rate, 1983 


(Percentages) 
Agricultural production Cereals production Livestock production 
Total Per capita Total Per capita Total Per capita 

Brunei Darussalam 2.9 -1.1 - 4.1 2.9 - 
Burma 5.6 2.5 0.5 -2.2 1.6 -1.0 
China 6.6 4.8 9.0 7.6 6.1 ; 4.7 
Democratic Kampuchea 16.8 1353 217 18.9 EP 2e2 8.4 
Hong Kong -11.8 -14.5 oats <tie -4.5 -6.5 
India 12.8 10.8 21.3 19.2 3.8 0.9 
Indonesia Sah USE Ded 0.8 3.8 2.8 
Iran, Islamic Republic of 3.6 al 2.0 -1.1 3.0 -0.9 
Malaysia -1.5 -3.7 9.1 6.6 -0.8 -2.8 
Mongolia 1.8 -1.1 47.3 43.5 2:9 = 
Pakistan _ -2.8 6.5 oe 3.8 0.9 
Philippines 1.5 -0.9 6.2 3.9 2.3 = 
Republic of Korea 4.3 1.9 4.6 3.3 13.4 11.5 
Singapore -41.4 -41.9 -0.8 -1.6 
Sri Lanka 3.3 0.9 2st — Vy - 
Thailand 1.5 - 11.4 9:2. 2.6 = 
Viet Nam 3.8 2 -0.1 -2.7 5.6 3.3 
Fiji -30.9 -32.1 7.4 Sas) 21 — 
Papua New Guinea 2.5 1.0 = -2.1° 2.6 - 
Solomon Islands 10.4 6.2 -9.1 -10.4* -0.8 -4.0 
Tonga 3.1 ~ 4.3 1.6 
Tuvalu see Bee ace en 
Vanuatu z9 — - -3.2 2.6 -1.1 
ESCAP developing? 6.2 5.4 10.7 8.2 4.2 3.2 
ESCAP all 6.6 4.6 12.8 10.7 3u7 2:5 
World ae -1.9 4.0 5.7 2.6 1.0 


Sources: FAO computer printouts dated 22 May and 2 June 1984. 


Derived from population growth rates. 
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b Including the least developed countries. 


Guinea increased by 2.5 per cent 
during 1983, whereas in Solomon 
Islands it grew at 10.4 per cent. In 
Tonga and Vanuatu, growth in agri- 
cultural production was marginally 
higher than population growth. 


(a) Cereals 


The ESCAP region occupied an 
important place in the world in the 
production of cereals in 1983. The 
region contributed 34.6, 91.6 and 
21.8 per cent to world production 
of wheat, rice and coarse grains 
tespectively. It was estimated by 
the Food and Agriculture Organiza- 
tion of the United Nations (FAO) 
that production of cereals in Asia 


would increase from 735 million 
‘tons in 1983 to 749 million tons 
‘in 1984. 

: The production of cereals 
‘showed definite overall improve- 
‘ment in the developing countries 
of the ESCAP region during 1983 
(Figure 1.10). The 10.7 per cent 
‘increase in production was ac- 
‘counted for by a 5.5 per cent in- 
crease in yields per hectareanda 4.9 
‘per cent increase in harvested area. 
‘The production of all major cereals 
‘increased at fairly high rates, 
‘led by wheat which grew at 16.1 
per cent. All the major producing 
‘countries achieved a rate of growth 
higher than 10 per cent. This high 
regional performance contrasted 
with a decline in global production 
of 4 per cent during the same 
period. 

Rice (paddy) is the main 
staple food in the ESCAP region, 
which also is its largest producer. 
The share of developing countries 
of the region in the world produc- 
tion of rice rose marginally from 
87 per cent in 1982 to 89 per cent 
in 1983. China and India together 
produced almost two thirds of 
the total production of developing 
countries. The rebound in produc- 
tion (29 per cent) in India was 
remarkable in that it signified 
that under normal weather condi- 
tions a technological breakthrough 
was possible in rice as well. The 
combination of regulated water use, 
chemical fertilizer, improved seed 
and insecticide proved to be as 
effective as it had for wheat. China 
too had a good harvest of rice in 
1983, with production estimated to 


be 4.7 per cent higher than in 1982. 
Except for Indonesia, countries in 
East and South-East Asia had 
generally high rates of growth of 
tice production: in Malaysia 9.2 
per cent, in the Philippines 5.4 
per cent, in the Republic of Korea 
4.1 per cent and in Thailand 9.8 
per cent. In Indonesia output 
rose by 0.6 per cent (Table 1.19). 


3 
| The performance in South 


Figure I.10. Selected developing 
ESCAP economies.2 Output of 
cereals, 1981-1983 


(Million tons) 


South East and Centrally 
Asia South: planned 
East economies” 
Asia 
Rice Wheat Coarse grain 


a Excluding the least developed economies. 
Wheat production in East and South-East Asia 
was around 100,000 tons. © Comprising China, 
Democratic Kampuchea, Mongolia and Viet Nam. 


Asia, excluding India, was generally 
poor. In Sri Lanka, production 
went up by 2.0 per cent, mainly 
because of an increase in the 
area under cultivation by 24.1 
per cent, which, however, brought 
down the yield per hectare by 
17.8 per cent — perhaps because 
of the poor quality of marginal 
land brought under cultivation. 
Production in Burma went down 
by 1.8 per cent, while in Pakistan 
it went up by 0.8 per cent during 
1983. Although the countries in 
the Pacific subregion are not major 
producers of rice, production in 
some of them, such as Fiji, went up 
at a fairly high rate of 10 per cent. 

1983 was a good year for 
wheat in the region. In contrast 
to a modest gain of 2.4 per cent in 
global wheat production, produc- 
tion in the developing countries of 
the region went up by 16.1 per 
cent, the bulk of which was largely 
due to improvements in yield. 
Production in China and India 
went up by 19 and 13.5 per cent 
respectively. The output of wheat 


has increased significantly in China 
during the last four years, while 
growth rates increased substantially 
in India after a rather moderate 
gain in 1982. Production of wheat 
by the other major producer in 
the region, Pakistan, fell by 11 per 
cent in 1983/84, while in the 
Islamic Republic of Iran there was 
only a modest growth of 2.6 per 
cent. 

The production of maize 
increased in 1983 by 8.4 per cent in 
the developing countries of the 
region owing to a_ substantial 
increase (11 per cent) in the area 
under cultivation. This rise in 
output contrasts sharply with a 
decline of 24 per cent in global 
maize production. All major 
producers of the region (China, 
India, Indonesia, the Philippines 
and Thailand), which produce 
approximately 96 per cent of the 
output of maize in all developing 
countries, had good crops. In 
China, output rose by 6.2 per cent 
largely because of additional land 
under maize cultivation. In India, 
the 16.4 per cent increase in output 
was due to a substantial improve- 
ment in yields. The harvested 
area in Indonesia increased ex- 
traordinarily (55 per cent), but the 
percentage increase in production 
was less than 24.7 per cent. Other 
notable gains were in _ the 
Philippines and Thailand, where 
production went up by 8.3 and 
18.3 per cent respectively. In some 
of the smaller producing countries, 
the percentage increases in output 
were very high, as in Burma where 
it was 46.1 per cent. 

The developing countries of 
the ESCAP region, on an average, 
continued to obtain higher yields 
of cereals, including wheat, rice and 
coarse grains. ~ Thus, while the 
annual growth rate of area 
harvested in 1983 was 0.7 per cent, 
the growth in production was 10.7 
per cent. The countries of the 
region, constrained by lack of 
opportunities for the extension of 


67 


Table 1.19, Selected ESCAP economies. Production of cereals, 1981-1983 


(Thousands of tons) 
Rive (paddy) 
I98] 1982 1983 
Brunei Darussalam 10 10 10 
(42.9) (~) (-) 
Burma 14147) 14758 14500 
(6.2) (4.3) (-1.8) 
China 147042 164493 172 184 
Q.8) (19) (4.7) 
Democratic 1160 1 400 1 700 
Kampuchea (21.0 (20.7) @Qi4) 
India T9883 69948 90 000 
(-0.5) G12.4) (28.7) 
Indonesia 32774 34104 34300 
(10.8) (. (0.6) 
Iran, Islamic 1 500 1 400 1400 
Republic of (23.8) (6.7) (.) 
Malaysia 2177 1 $32 2000 
Quy) Gis.) (9.2) 
Mongolia ss vs ses 
ee GA (..) 
Pakistan * $145 $167 $210 
8) ©@4 (0.8) 
Philippines $108 7? 731 8 150 
(S.0) (4.7) (8.4) 
Republic of 7149 7 308 7608 
Korea (34.6) (2.2) (4) 
Sri Lanka 2 229 2156 2200 
@S) (3.3) 2.0) 
Thailand 17774. 16878 18535 
Q3) WO (9.8) 
Viet Nam 12570 14500 14500 
(7.6) (SA) (-) 
Fiji 17 20 22 
(-S.6) (17.7) (10.0) 
Solomon Islands 14 ll 10 
(-) (21.4) 9.) 
ESCAP 356 389 366491 398484 
developing GA) @.8) (8.7) 
ESCAP all 369 941 380183 411 963 
GS) 2.8) (8.4) 
World SLL 814 423464 449827 
G.2) (2.8) (6.2) 


Wheat Coarse grains Total ; 
1981 1982 1983 1981 1982 1983 1981 1982 1983 
. ce ave Ses Soe cet 10 10 10 
(&s) G2) Gee Soe) xd G..) (42.9) (-) () 
117 124 183 246 291 420 14.509 15 173 15103 
@8.6) (6.0) (47.6) (1.8) (18.3) (44.3) (6.6) (4.6) (-0.5) 
59643 68422 81392 79842 82475 90153 286527 315 390 343 7295 
(8.0) (4.7) (19.0) (-2.9) 3:3)) 03) (2.2) (10.1) (9.0) 1 
cs wes tes 98 46 60 1 258 1446 1760 
Ga Cad G..) (2.0) (53.1) (30.4) (-19.9) (14.9) Lam 
36313 37452 42502 31388 27928 31663 147584 135328 164 165_ 
QaD GY (13.5) (10.7) G11.0) 13.4) (S.1) (-8.3) (21.3) 
ves ae cs 43517 3212 4 006 37 291 37 316 38 30 
Gy (<c) (esd (12.9) (28.9) (24.7) (10.8) (0.1) (2.7) 
6SI8 6500 6 669 1 436 1489 1 504 9454 9389 
(8.6) (0.3) (2.6) (S.3) @G.7) (1.0) (10.2) (-0.7) 
. 8 9 9 2185 1 841 
Gs) Gns) @.) ( (12.5) (2) Q1.0) (-15.7) 
275 440 650 44 103 150 319 543 800 
(32.9) (60.0) (47.7) G13.7) (34.1) (45.6) (23.6) (70.2) (47.3) 
11474 1130 12414 1 608 1658 1690 18 227 18129 19314 
(8.7) GL.S) (9.8) (S.0) B.D (1.9) (6.8) (-0.5) .5) 
oe ae 3 290 3 126 3 385 11 398 10 857 
(oD G..) ( (S.8) (-5.0) (8.3) (8.2) (4.8) 
$7 66 112 1025 900 933 8 231 8 274 
(38.0) (18.8) (69.7) (4.2) (12.2) (3.7) (28.9) (0.5) 
Sete cae x 38 38 40 2 267 2194 
(es) (..) (.. ©} i) (S.3) (4.4) 3.2) 
aoc es 3 726 3 243 3 883 21 500 20121 
Gx) Cx) C3 (15.0) 13.0) (19.7) (4.3) (-6.4) 
: 495 477 462 13 065 14977 
Co ee G<.) (8&8) 3.6) G3.) (7.7) (14.6) 
st 7 7 7 24 27 
@..) G.) («.) (16.7) Oo (9 ©) (12.5) 
eee Ses Se TO: we ~ox 14 11 
«<) Gx.) ee) ee | fous) Ga (-) (-21.4) (-9.1) 
118 825 128673 149435 130 01S 127218 140961 605229 622382 688 880 
(9.7) (8.3) = (6.1) (1.7) (-2.2) (0.8) (4.2) (2.8) (10.7) ; 
136 098 138614 172242 137510 132614 150571 643 549 651411 734 776 : 
(13.4) 1.9) (24.3) (2.9) (3.6) (13.5) (S.3) (1.2) (12.8) } 
453 821 486 423 498182 787 973 797363 690838 1653608 1707250 1638847 7 
(1.7) (7.2) (2.4) (9.3) (1.2) G13.4) (5.6) (@.2) (4.0) ‘ 


Sources FAQ computer printout dated 22 May 1984. 


Note: 


= Figures shown against Pakistan for 1981, 1982 and 1983 are by 1980/81, 1981/82 and 1982/83 respectively. b Including the least developed countries. 


cultivated area, 


had 


to 


Figures in parentheses are growth rates. 


make 


1983. 


i 
: 


increasing resort to more intensive 
methods of cultivation. In 1983, 
for the developing ESCAP region 
as a whole, the rate of growth of 
production in wheat, rice and 
coarse grains was 16.1, 8.7 and 
10.8 per cent respectively. Against 
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this, the growth in area harvested 
was 4.1, 3.9 and 6.7 per cent 
respectively. 


(b) Cash/commercial crops 


Production and earnings from 
commercial crops in developing 
ESCAP countries generally fell in 


The weakness in interna 
tional demand had an adverse 
impact on domestic production. 
Those countries that relied on a 
few commodities suffered more, and 
the impact was expected to be of a 
lasting nature. 

Sugarcane 


production went 


down by 2.8 per cent in the 
developing countries of the region 
during 1983, largely because of a 
reduction in yield. Production rose 
marginally (1.5 per cent) in the 
largest producer of the region, 
India, but fell by 13.1 per cent in 
China, 11.1 per cent in Pakistan 
and 19.2 per cent in Thailand. 
The largest decline in production, 
equal to 44.6 per cent, was in Fiji, 
which is critically dependent on 
sugar production and export. In 
the Philippines, output rose by 
0.6 per cent and in Bangladesh by 
2.4 per cent in 1983. Among the 
countries that made substantial 
‘gains in production were Indonesia 
(12.6 per cent), Burma (25.1 per 
cent) and the Islamic Republic of 
Iran (23.1 per cent). The produc- 
tion of sugar was adversely affected 
by lower prices in international 
markets and the lack of a satisfac- 
tory international commodity agree- 
ment. 

The average international price 
of sugar recovered briefly in mid- 
1983, but started falling again 
towards the end of 1983; the 
average May 1984 price was lower 
by almost 40 per cent of the 
average May 1983 price. 

Although the international 
prices of palm oil improved in 1983 
after a considerable fall in 1982, its 
production in the developing coun- 
tries of the region declined by 
about 8 per cent. This was mainly 
due to a steep fall of 17 per cent 
in production in Malaysia as a result 
of drought and pests. In 1984, 
production in Malaysia is expected 
towrise by 12.1 per cent. In 
Indonesia, the second largest pro- 
ducer in the region, production in 
1983 went up by 15.3 per cent, 
but the net increase in regional 
output was small because of its low 


weight. International prices have 
continued to be favourable in 
1984. 


The region’s output of natural 
rubber increased by 2.2 per cent 
during 1983. Except in Thailand, 


where it went down by 1.0 per 
cent, output increased in all other 
rubber-producing countries. Al- 
though production in the largest 
producing country, Malaysia, grew 
by under 1 per cent, other major 


producers achieved significantly 
high growth rates. Sri Lanka and 
China had rather high growth 


rates of 8.0 and 7.8 per cent 
respectively. Indonesia and India 
had more modest gains of 4.6 and 
2.4 per cent respectively. The 
international price of rubber rose 
significantly in 1983; the price in 
December 1983 was 40 per cent 
higher than in December 1982. 


under cultivation. Production in 
China went up marginally, whereas 
in Sri Lanka production declined 
by 4.5 per cent. However, favour- 
able international prices helped Sri 
Lanka to achieve high export 
earnings. The smaller producers 
of the region, Bangladesh, Papua 
New Guinea and Viet Nam, had a 
favourable year, with 7.1, 12.5, 
and 12 per cent gains respectively 
in annual production. 

The output of jute and jute- 
like fibres in the region increased 
by 6 per cent, primarily because of 
an increase in the cultivated area 
in India. Production in India 


Table 1.20. Developing ESCAP region. Selected agricultural commodities 


output, 1981-1983 


(Thousands of tons) 
Production Growth rate 

198] 1982 1983 1981 1982. 1983 
Sugarcane 306 055 361 460 351 287 19.2 18.1 -2.8 
Centrifugal raw sugar 17 242 23 807 23 072 20.7 38.1 -3.1 
Natural rubber 3 521 3 564 3 642 -0.1 1D) 2432 
Tea 1 344 1 371 . 1418 4.8 2.0 3.4 
Jute and jute-like fibres 3 891 3 676 3 896 0.9 -5.5 6.0 
Cassava 48 237 48 693 46 154 10.3 1.0 -5.2 
Cotton lint 5 254 5 945 6 630 TS in 11.5 
Coffee green 692 ili! 651 3.0 2.8 -8.4 
Palm oil 3 845 4 670 4 302 8.1 2ACS -7.9 

Source: FAO computer printout dated 22 May 1984. 


In 1983, more than 70 per 
cent of global tea production 
came from the developing coun- 
tries of this region. Their output 
grew by 3.4 per cent compared 
with the global growth rate of 4.5 
per cent. The four major producing 
countries of the region, China, 
India, Indonesia and Sri Lanka, 
together produced more than 92 
per cent of the total output of tea 
in the region. Production in India 
went up by 5.5 per cent, almost 
exclusively through an increase in 
yield. The substantial increase in 
production (19.6 per cent) in 
Indonesia was brought about by an 
increase of 23.6 per cent in the area 


during 1983 went up by 23.2 per 
cent, and the cultivated area by 
14.3 per cent. However, produc- 
tion in Bangladesh and China went 
down by 8.5 and 3.9 per cent 
respectively. Burma and Viet 
Nam, relatively small producers 
of jute and jute-like fibres, in- 
creased production by 114.3 and 
5.6 per cent respectively. Produc- 
tion in Thailand during the same 
period. went up by 8.8 per cent. 


(c) Livestock production 


With a steady growth in 
income in the developing coun- 
tries of the region, a rise in the 
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Box I.9. Aquaculture and fisheries in the ESCAP region* 


The developmént of fisheries in 
the developing countries of the ESCAP 
region has been accelerating with the 
growing demand for improved diets. 
Fish provides nutrition comparable to 
that of peat and is much cheaper to 
produce. 

Important international develop- 
ments in recent years have created new 
opportunities, as well as challenges, to 
developing countries to reappraise their 
national policies for fisheries develop- 
ment and management. As the juris- 
diction over marine resources has been 
extended, opportunities to augment 
food resources and secure additional 
food supplies have increased for coun- 
tries with sea coasts.” At the same 
time, improvement in aquaculture 
technology has provided new oppor- 
tunities to obtain supplementary 
sources of food on a wide scale. In 
many developing countries, fisheries 
can be an important element of rural 
development. The World Conference 
on Fisheries Management and Devel- 
opment, held from 27 June to 6 July 


4 The statistics referred to are 


from FAO, Selected Indicators of 
Food and Agriculture in Asia-Pacific 
Region, 1973-83, RAPA Monograph 
No. 12 (1984), unless otherwise 
stated, 


b “The content of many kinds of 
fish protein is equal to that of protein 
from beef, veal, lamb and pork. At the 
same time, the assimilability of fish 
protein is higher than that of other 
animals. Furthermore, the cost of 
producing animal protein from fish is 
significantly lower than the cost of 
_producing the same protein from land 
animais, It costs half as much to pro- 
duce a ton of protein from fish than 
from beef, a third as much as from 
pork. In labour expenses, fish requires 
a third as many man-hours to process 
as pork”, Development: Seeds of 
Change, Village through Global Order, 
Journal of the Society for Interna- 
tional Development, 1983:2 (Rome, 


Society for International Develop- 
ment), p. 3. 
c 


The need to develop marine 
resources including fisheries was 
stressed by the Third United Nations 
Conference on the Law of the Sea, 
within the framework of which oppor- 
tunities for the development of 
countries has tremendously increased. 
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Production of fisheries in developing economiesof the ESCAP region, 


1979-19824 
Production, Share in global 
Growth rate Global 1982 production, 
(1979-1982) growth rate (million 1982 
tons) (percentages) 
Aquaculture 18.47 20.07 7.50? 730 
Inland fisheries 25.27 17.96 4.84 57 
Marine fisheries 5.74 6.61 14.15 21 


Source: 


FAO, Selected Indicators of Food and Agriculture in Asia-Pacific 


Region, 1973-83, RAPA Monograph No. 12 (1984),Tables 79, 80 and 81. 
® The growth of aquaculture is for the period between 1980 and 1983. 5 1983. 


1984, emphasized the size of this 
potential and called for its exploita- 
tion by adopting a programme of 
action’ on fisheries development. 
The programme of action calls for, 
among other things, rational use of 
fishery resources for the benefit of 
the poorest and weakest sections of the 
community. 

Fishery development in develop- 
ing countries of the ESCAP region has 
enormous potential in view of the large 
fishing area commanded by them in 
the seas and inland waters. The share of 
the region’s developing countries’ 
production by aquaculture and inland 
fishing was 72 and 57 per cent res- 
pectively, while that by marine fishing 
was only 21 per cent of the global 
total in each category. Since much of 
the world’s fisheries output is derived 
from marine sources, the developing 
countries of the ESCAP region’s 
share of total fish output is only 30 
per cent. Owing to the employment of 
large fishing trawlers by developed and 
advanced fishing countries, their share 
in marine fishing is much larger. 

While marine fishing is very pro- 
ductive, it requires considerable invest- 
‘ment in equipment, such as large 
motorized trawlers and refrigeration 
units for storage as well as infrastruc- 
ture in the form of ports and harbours. 
Owing to the inability of most develop- 
ing countries to make investments in 


d “Draft strategy for fisheries 
management and development and 
associated programmes of action” 
(WCF 1/84/9), April 1984. 


developing large fishing fleets capable 
of deep-sea fishing, their share of many 
categories of fish catch has declined 
drastically. This has also resulted in 
reducing the share of their export 
earnings from an important source. 
Some developing countries in the 
ESCAP region, such as Maldives, have 
also faced quota restrictions and other 
non-tariff barriers in fish exports. 
However, the other two sources 
of increasing fish production, aquacul- 
ture and inland fishing, provide a less 
capital-intensive way of augmenting 
fish production. Aquaculture, in 
particular, offers a great opportunity 
for intensive fish farming with limited 
use of capital and other scarce inputs. 
At the same time, it provides con- 
siderable scope for increasing employ- 
ment, especially for women. 
Aquaculture, which can be under- 
taken in fresh, brackish or sea water to 
cultivate a variety of fishes, has had a 
long tradition and is widely practised 
in the developing ESCAP region. The 
techniques of aquaculture require 
holding the fingerlings for limited 
periods until they reach marketable 
size and breeding them in captivity. A 
great advantage of the technology, 
especially for poorer countries of the 
region, is that its adoption is not 
restricted to any scale of operation and 
its benefits can be reared by individual 
fishermen as well as large enterprises. 
Although it is an age-old 
practice, recent innovations in aquacul- 
ture have considerably raised its poten- 
tial. The traditional practice of raising 
fish in floating baskets has developed 
inte rearing of fish in cages and en- 
closures in fresh water and marine 
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eas. The pioneering development 
of fish pens in Laguna de Bay (the 
hilippines) in the 1970s has greatly 
“ncreased productivity. In Thailand, 
ise of bigger cage unit set along river 
anks has increased returns to the 
‘farmer. Other countries, including 
and India, the top two pro- 
ducers, have substantially increased 
eir annual production from aquacul- 
cure during the last decade. They, 
along with the Philippines and the 
Republic of Korea, have implemented 
comprehensive programmes on fish 
‘breeding and the education and 
training of technical personnel, 
Fisheries development plays an 
portant role in solving the problem 
of employment and underemployment 
in many developing countries of the 
egion. It was estimated that a total 
of 1.1 million in Indonesia, 0,11 
‘million in Malaysia, 0.77 million in the 
Philippines and 0.90 million in Thai- 
and are working fishermen, the bulk 
‘of whom work full time.” The role of 
women in fish farming in the region 
has been found to be widespread.’ In 
Fiji, the fisherwomen are engaged in 
subsistence as well as commercial 
fishing; crustacean and _ shell-fishing 
are almost exclusively done by them. 
However, women suffer from a basic 
handicap in that they have been largely 
excluded from training and other 
fisheries development activities. 
1 Despite the need for developing 
fishing activities in general and aqua- 
culture in particular to increase income 
and employment opportunities, a 
number of technical and managerial 
problems inhibit its full development. 
Problems faced by the fish farmers 
range from inadequate development 
of high-yielding species, the non- 
availability of feed, the scarcity of 
cultural techniques to avoid environ- 
~ mental hazards arising out of the in- 
creased use of pesticides and other 
harmful substances. Access to credit 

d training is still a critical problem 
onfronting small-scale fisherfolk. 
(Sia ES 

© Southeast Asian Fisheries 
Development Centre, Fishery Statis- 
tical Bulletin for South China Sea 
Area 1982 (Bangkok, 1984), Table 4.5. 


ESCAP, “Report of the pilot 
project planning workshop on improv- 
‘ing the socio-economic condition of 
women in fisheries” (AD/SECWF/1), 
8 April 1983. 
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output of meat and milk has 
become necessary, and Governments 
have made an effort to meet this 
growing demand. Meanwhile, the 
traditional role of livestock as a 
source of energy in cultivation 
and domestic use remains largely 
unchanged. 

The gross output of livestock 
products in the ESCAP region rose 
by 3.7 per cent, faster than the 
global growth rate of 2.6 per cent 
in 1983. In the developing coun- 
tries of the region, production of 
milk has steadily increased by 
4.5 per cent per year, double the 
rate of growth of global production 
during 1979-1983. 

The pace of growth in livestock 
production has been consistently 
high as well as widespread in the 
developing countries of the region 
during the last few years. Among 
the larger countries, China (7.6 per 
cent), Indonesia (6.1 per cent), the 
Philippines (5.1 per cent) and Thai- 
land (5.3 per cent) have consistently 
maintained fairly high growth rates 
since 1979. Meanwhile, production 
in India (3.8 per cent), the Islamic 
Republic of Iran (3.4 per cent), 
Malaysia (3.0 per cent) and Pakistan 
(4.4 per cent) has grown fast enough 
to permit an increase in per capita 
consumption. Among the countries 
in the Pacific area, achievements in 
Vanuatu (5.0 per cent) and Tonga 
(4.8 per cent) were quite impressive. 


2. Changes in agricultural policies 

The positive response of 
agricultural output to favourable 
changes in prices received by 
producers and the sensitivity of 
input use to input prices paid by 
farmers are well recognized by the 
region’s policy makers. Almost all 
countries of the region have 
employed policies to provide incen- 
tives to increase agricultural 
production and productivity by 
changing the configuration of input 
and output prices affecting pro- 
ducers. 

In India, for example, the 


favourable turnabout in agricul- 
ture in 1983 was the result not only 
of good weather, but also of the 
increased use of fertilizer and 
improved seed. Fertilizer prices 
were reduced by 7.5 per cent 
before the 1983 sowing season. As 
a result, fertilizer consumption 
increased by 22 per cent, along 
with a high intake of quality seeds. 
Support prices for wheat, rice and 
coarse grains have increased by 
about one third, on the average, 
between 1979/80 and 1983/84. 

In Pakistan, pricing policies 
were oriented towards a gradual 
reduction in subsidies on inputs, 
while prices of output were 
gradually raised to bring them in 
line with international prices. In 
mid-1983, fertilizer prices were 
raised by 9 per cent, whereas 
support prices of rice, cotton and 
onions were raised, while those of 
wheat and sugarcane remained 
unchanged. The use of fertilizer 
seems to have reached a plateau, 
and additional incentives may be 
needed to step up their intake, 
especially by smaller farmers. 

The deceleration in agricultural 
growth in the Philippines also 
seems to stem partly from inade- 
quacies in the present incentives 
structure to stimulate production. 
This has led to a review of govern- 
ment policies to improve economic 
incentives, including tariffs and 
taxes, the allocation of public 
expenditure and product and input 
prices. The new measures are 
expected to increase profitability. 
There have been changes in prices 
for basic grains, and price controls 
on principal commodities have been 
adjusted. Support prices for paddy 
and corn were raised twice during 
1983/84, while the domestic sugar 
trade was deregulated. 

In Sri Lanka, the plantation 
crops (tea and coconuts) were the 
focus of policy initiatives. During 
the year, the Government took a 
number of steps to correct 
structural handicaps to raising 
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output in plantation agriculture. 
The main components of the new 
measures were field rehabilitation, 
replanting and crop diversification 
in selected areas. 

In China, the responsibility 
system introduced in 1978 to 
provide more incentives to farmers 
was further extended in 1983. 
The main feature of the new 
incentives was an increase in the 
lease term from 3-5 years to 1S 
years. Meanwhile, tax incentives 
have been provided to rural 


Box I.10. Decentralization for development 


Although it is ditficult to find a 
single example of a “pure” centralized 
economy the generic term “decentral- 
ization” has come into vogue in devel- 
opment literature as an operational 
concept since the early 1970s with the 
emergence af new approaches to 
development such as basic needs, 
integrated and self-reliant community 
development. The new emphasis was 
strengthened by concerns relating to 
better income distribution and more 
balanced regional growth.® 

A number of approaches to the 
decentralization question have been 
experimented with; each of them 
highlights a particular aspect of the 
complex problem. The institutional 
approach emphasizes the relationship 
between the central authorities 
their subsidiary administrative units. 
The most apparent objective here is 
to reduce the concentration of deci- 
sion-making power and to develop a 
less cumbersome administrative set- 

_up that is efficient and responsive 
to local demands. A variation of 
this approach, sometimes referred to as 


21S 


Asia and the Pacific: perspectives on 
relevance and implementability”, paper 
presented at the ESCAP Seminar on 


Regional Development Planning Tech- 
1984, 


niques, 14-29 


Moscow, 


September 


b G. Shabbir Cheema and Dennis 
A. Rondinelli, eds. Decenirelizetion 


and Development Policy Implementa- 


tion in Developing Countries (London, 


SAGE publication, 1983), pp. 18-25. 


Shabbir Cheema, 
“Regional development planning in 


enterprises to promote _ their 
development. Greater flexibility in 
the structure of prices of agzicul- 
tural commodities and increased 
access by farmers to the open 
market have been strong incentives 
to expand production. As a 
result, the country has experienced 
unprecedented growth in agricul- 
tural production in recent years. 
Besides raising domestic consump- 
tion, it has enabled China to export 
major agricultural commodities 
such as corn, cotton and vegetable 


the “community approach”,® stresses 
the principle of self-reliance and the 
involvement of people most directly 
concerned in sharing the responsibility 
and initiative for solving local prob- 
lems. Reliance is placed on the devel- 
opment of voluntary organizations such 
as production co-~wperatives and 
regional councils. To be effective, it is 
desirable that these institutions be 
autonomous, especially with respect to 
the mobilization of funds and the dis- 
bursal of expenditure, especially for 
investment. 

A second approach, otter belied 
as a “Systemic approach”, treats 
decentralization not as a stage in 
overall development but rather as a 


ss Benjamin Higgins, “National 
development and regional policy”, 
National Development and Regional 
Policy, edited by Ed. B. Pranilla, 
Regional Development Series No. 3, 
United Nations Centre for Regional 
Development (Singapore, Maruzen 
Asia, 1981), pp. 15-55. See also Jon 
Sigurdson, “Rural industrialization in 
China: approaches and results” in Fu 
Chen Lo and Kamal Salih, eds., 
Growth Pole Strategy and Regional 
Development Policy (London, Perga- 
mon Press, 1978), pp. 147-159; and 
Jacques Chonchol, “La revalorisation 
de Tespace rural”, Revue Amerique 
Latine (Paris), No. 18, pp. 10-16. 


2 Carlos A. de Mattos, “The limits 
of the possible in regional planning”, 
CEPAL Review (December 1983), pp. 
65-86; Sergio Boisier, “Towards a 
social and political dimension of 
regional planning”, CEPAL Review 


oils, which it had imported earlier 


3. Food security 


Food security in the developing 
countries of the region continues: 
to be a concern of substantial 
importance. The ability of food-— 
deficit countries to maintain 
previous consumption levels was 
seriously tested during the wide- 
spread drought in 1982. Asa result 
of the fall in production in 1982, 
there was heavy withdrawal from 
stocks, and imports had to be 


method of governing whereby the 
system can reproduce itself in specific 
conditions. F 
At the sectoral and = micro- 
economic level, the approaches to 
decentralization are varied and wide — 
ranging, the following catalogue not 
being exhaustive. In technology, the 
work pioneered by Schumacher® has — 
given rise to applied research in many 
fields. Agriculture in Thailand, fishing 
in the Philippines and light industry 
in Pakistan and Malaysia’ have all 
benefited from technology that has 
been adapted and transferred at 
minimal cost. In China, as well as in 
Singapore, Sri Lanka and Viet Nam, 
Governments have promoted policies 
of scientific research to secure a broad 
dissemination of innovations and the 
integration of local expertise. In the — 
industrial sector, in Indonesia through 


(April 1982); Anibal Pinto, “Styles of — 


development in Latin America”, 
CEPAL Review (1979), pp. 97-128; 
and Jacques Calvet, Regulation et 
Espace: Les Aspects Spatiaux de la 
Regulation Economique du Capita-— 
lisne Frangais (Grenoble, 1978). 

® EJ. Schumacher, Syall is 
Beautiful (London, Blond and Briggs, © 
1973); and Mike Cooley, Architect — 
or Bee?: The Human/Technology — 
Relationstip (Slough, United King- — 
dom, Langley Technical Services, 
1980). ; 


f Donald D. Evans and Laurie | 
Nogg Adler, Appropriate Technology 
for Development: A Discussion and — 
Case Histories (Boulder, Westview — 
Press, 1979). F 


Sources: FAO computer printouts. 


id stock in hand. 


PELITA II and in Malaysia, the 
ilippines and Thailand,® decentrali- 
tion measures have relied on a 
rowth pole strategy. In China, 
ional industrialization is an im- 
ortant element of the overall reforms 
trently being implemented.) It is 
ased mainly on large towns, on the 
se of local resources and on special 
onomic zones. In Viet Nam, since 
e second five-year plan (1976-1980), 
he district has been the preferred level 
t the development of an agro- 
dustrial structure, which is the base 
or integrated and diversified develop- 
ent. 

Decentralization has become a 


sreferred way of achieving develop- 
nental goals in the social sector. In 
Sri Lanka, two thirds of the estimated 
lousing requirements between 1984 
ind 1990 are planned to be met by 


8 Cheema and Rondinelli, op. cit., 
pp. 60-68. 


A Kamal Salih and others, Decen- 
tralization Policy, Growth Pole 
Approach and Resource Frontier Devel- 
opment: A Synthesis of the Response in 
Four Southeast Asian Countries in Fu 
Chen Lo and Kamal Salih, op. cit., 
pp. 79-119. 

' 1 Xu Muqiao, China’s Socialist 
Economy (Beijing, Foreign Languages 
Press, 1981), p. 223. 


J Dao Van Tap, “Urbanization in 
Vietnam”, Urbanization in Asia: The 
Future of the City, selected papers 
from the Fourth Association of Asian 
Social Science Research Council 
(AASSREC) Conference, New Delhi, 
1983, pp. 121-124. 


ble 1.21. Developing ESCAP region. Supply of cereals, 1981-1983 


‘illions of tons) 
1981 1982 1983 
China Rest China Rest China Rest 
oduction 286.53 318.70 315.39 306.99 343.73 345.15 
rports 18.44 23.32 19.93 23.12 19.17 27.85 
tports 0.85 9.57 0.89 10.51 1.20 9.11 
70SS 
availability* 304.12 332.45 334.43 319.60 361.70 363.89 


Gross availability is only an estimation for a broad indication of trends. Net 
ailability will be less because of deductions for seed, losses in transport and storage 


the Aided Self Help Programme for 
Housing. In China, 11 per cent of 
all new houses in urban centres are 
financed. by the people themselves, 
and the proportion in the country- 
side is much higher. 

In health, priority given to pre- 
ventive medicine has given local 
communities a leading role, for exam- 
ple in Thailand. In countries where 
medical care is traditionally a public 
service, the Government is calling 
for cost re-adjustments through a 
reduction in the — state-financed 
portion (China and Viet Nam) or is 
starting to authorize private medical 
practice (China). 

The total impact of such decen- 
tralization efforts remains very 
small thus far. The potential for 
local and regional development and 
the meagre results achieved serve to 
illustrate the difficulties encountered 
in decentralization. 

There are several difficulties in 
implementing such policies. The 
foremost problem seems to be that 
decentralization requires skilled men 
and women working at the local level. 
The brain drain to urban centres is a 
pervasive phenomenon, which is hard 
to reverse. Others include a suitable 
balance and flexibility in decision- 
making at different levels. Decentral- 
ization has often led to regional 
rivalries, rather than national integra- 
tion, which was the intitial objective. 


k India country paper presented 
at the ESCAP Seminar on Regional 
Development Planning Techniques, 
14-29 September 1984, Moscow. 


stepped up to meet demand in 
1983 as well as to replenish stocks. 

The import of cereals increased 
substantially in 1983, largely 
because of increased imports by 
India to replenish stocks for the 
public distribution system. The 
output of 1982, which was 
available mainly for use in 1983, 
was inadequate for domestic needs, 
including stocks, in many countries. 
To maintain consumption, heavy 
withdrawals from the reserve had 
been necessary in 1983. In addi- 
tion, imports to India, Indonesia 
and the Islamic Republic of Iran 
had increased by 78.2, 57.5 and 
25.6 per cent respectively in 1983, 
while Bangladesh continued to 
import about 2 million tons net. 
China was the largest importer of 
cereals in the region, but there was 
no substantial change in the 
quantity imported between 1982 
and 1983 (Table 1.21). In Pakistan, 
despite a decline in wheat produc- 
tion in 1983-1984, no significant 
shortages were experienced because 
of sizeable reserves of wheat 
strengthened by the all-time record 
wheat crop in 1982/83. 


4. Prospects for 1984 


Prospects for agricultural 
production in 1984 seem to have 
been good, due to continued 
favourable weather. However, the 
high rates of growth of 1983 
were unlikely to continue in many 
countries. | Forecasts for cereals 
production in 1984 are much lower 
than the actual production in 
1983.? The output of rice (paddy) 
and wheat is estimated to go up 
marginally, while that of coarse 
grains is likely to fall slightly. The 
outlook in China is bright, and 
grain output is estimated to be 
more than 400 million tons.’ 
Agricultural output in Malaysia is 
likely to rebound in 1984, with 


2 FAO, Food Outlook (September 
1984), Table A.1. 


3 National source. 
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palm oil production providing the 
main impetus. After two succes 
sive bad years, cereal output has 
shown some slight improvement in 
the Philippines in 1984. Prospects 
for agricultural production in Sti 
Lanka during 1984 were not quite 
certain at the time of writing. 
Production of paddy during the 
main season suffered significantly 
owing to excessive rains in the first 
quarter of 1984, while the produc 
tien of tea is likely to go up in 
response to normal weather and 
favourable prices. Prospects for 
agricultural production in Thailand 
seem to have been good, despite 
continued sluggishness in tapioca 
production, 


B. INDUSTRY 


In spite of continued weak 
external demand, the industrial 
sector in many of the developing 
ESCAP countries showed signs of 
recovery in 1983/84, after heavy 
set-backs in the early 1980s 
Resilient domestic demand, aided 
by adjustment policies, laid the 


basis for a revival of industrial 
activity in 1983. Nevertheless, 
industrial production in the 


leveloping ESCAP region continues 
to be concentrated in a few coun- 
tries, while low levels of industrial 
development prevail in most coun- 
tries. Despite some improvement, 
industry remained the smallest of 
.all major sectors in several countries 
in the ESCAP region. Power 
shortages constitute 2 major bottle 
meck to industrial expansion, 
especially in South Asian countries. 
Other factors that have inhibited 
industrial growth in the region are 
the slow pace of infrastructure 


development and the shortage of 


technical skills, especially as coun- 
tries move into technologically 
more advanced lines of production, 
as well as a lack of opportunities to 
enlarge the sale of production 
through the expansion of domestic 
markets and access to regional or 
international markets. 
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While manufacturing consti- 
tutes the dominant component of 
the industrial sector, its rate of 
growth in 1983, though generally 
higher than in 1982, continued to 
be surpassed by those of the mining, 
utilities and construction subsectors 
in several developing countries in 
the ESCAP region. 

In 1983, the construction 
subsector had a mixed performance 
— falling by 5.8 per cent in the 
Philippines and picking up by 1 
per cent in Sri Lanka and by 4.9 
per cent in Thailand. In the 
Republic of Korea and Singapore, 
construction activity was brisk in 
1983, expanding by 20.4 and 33.6 
per cent respectively in response to 
the implementation of large public 
sector projects as well as the 
development of condominiums, 
hotels and commercial complexes 
in the private sector, In 1984, 
construction in these two countries 
was being replaced by manufactur- 
ing as the main source of industrial 
growth. 

The construction subsector 
has, in the last few years, played 
an important role in providing 
economic stability and maintaining 
the growth momentum of many 
countries in the region, especially in 
East and South-East Asia.* The 
contribution to the GDP and to 
the growth rates by the construc- 
tion subsector in the South Asian 
and least developed countries is 
generally low, reflecting the slow 
pace of development of infrastruc- 
ture and small effective demand for 
housing. 

The growth of both the 
construction and utilities sub- 
sectors is largely related to the 
growth of other sectors, as the 
component of autonomous or final 
demand in these subsectors is 
generally small. Additionally, there 
are difficulties of data availability 
and intercountry comparisons in 

* See Economie and Social Survey 
of Asiz and the Pacifie 1983, p. 30, Box 
IS. 


regard to these two subsector 
The discussion here is confine¢ 
largely to the manufacturing and 
mining subsectors. 


1. Manufacturing 


The growth of manufac 
output in most countries of the 
region picked up significantly in 
1983. The pace of its recovery and 
the sources of its growth, howev or, 
varied widely among countries, al 
though three broad trends ¥ ere 
clearly discernible. Ne 

First, in countries mainly in 
East and South-East Asia, where 
foreign trade provides a large stimu: 
lus, the impact of the United States) 
recovery was strongly felt in e) 
manufacturing sector, especially i 
electronic and engineering good 
(Figure I.11 on p. 76). These cour 
tries, especially the Republic of 
Korea and Singapore, greatly bene- 
fited from the industrial restructu 
ing measures they had undertake 
after the second oil shock. Hoy : 
ever, the external environment for 
manufacturing growth in these 
countries was far from reassuri 
owing to a surge of protectioi 
pressures in their main export) 
markets. They had to continue 
watch emerging trends in order to 
maintain and expand export! 
markets. 


Secondly, most of the agric 
ture-based economies in the region, 
which include, besides those in 
South Asia, Indonesia, Malaysia) 
and Thailand, benefited te 
some extent from the better’ 
performance of the agricul 
sector, which provides inputs 
their agro-based manufacturing) 
sector. The problems that : 
manufacturing sector faced aros 
largely from inadequate srowillll 
infrastructure, which oowidil s 
critical inputs to the manufactu ingh : 
sector. The shortfalls in export” 
earnings and in the availability © 
foreign aid and loans created scat-~ 
cities of critical imported inputs. 
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Figure I.11. Selected developing ESCAP economies." Growth of output in 


manufacturing sector and selected subsectors, 1982-1984 
(Percentage change from the corresponding period of the previous year) 
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better management of foreign ex- 
change resources, along with appro- 
priate trade and exchange rate 
policies, aided some countries 
partly to overcome this constraint. 

Thirdly, in the centrally plan-, 
ned economies, particularly China, 
major policy changes affecting all 
sectors of the economy have invi- 
gorated economic performance. 
The increased liberalization of trade 
and technological modernization 
have had very favourable effects on 
industrial growth. 


(a) South Asia 


According to provisional 
estimates, the value of the gross 
output in the processing and 
manufacturing sector in Burma rose 
by 9 per cent during 1983/84; the 
growth fell short of the planned 
target. The output of wearing 
apparel, personal goods and 
miscellaneous groups was lower 
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than in 1982/83. Capacity utiliza- 
tion in state-owned factories and 
establishments improved owing to 
greater availability of raw materials 
from the agricultural sector, a 
regular supply of imported raw 
materials, completion of new proj- 
ects and the renovation and 
maintenance of existing factories. 
The annual plan for 1984/85 aims 
to achieve 11.1 per cent growth in 
this sector. 

The industrial sector in India 
was slow in recovering from the 
depressed performance in 1982/83, 
when the growth of industrial 
production declined to 3.9 per 
cent because of a shortage of power 
and depressed demand resulting 
from the fall in agricultural output. 
In the first seven months of 
1983/84, the index of industrial 
production registered a growth of 
4.5 per cent over the same period 
of 1982/83. 

The growth in manufacturing 


[] First quarter of 
1984 


value added, however, has been 
markedly better (4.0 per cent) in 
1983/84 than in 1982/83 (24 
per cent). This has been mainly 
due to the higher level of produc- 
tion in textiles and engineering 
industries. Textile products output 
recorded an increase of 13.8 per 
cent during April-October 1983, 
reflecting a recovery in production 
following the end of a strike that 
had depressed output in 1982/83. 
The pickup in the engineering 
industry was evident in increases in 
production in many important. 
manufacturing industries. Indus 
tries in which there was positive 
growth in 1983/84, reversing the 
trend of 1982/83, included non 
electrical machinery, electrical 
machinery, apparatus, appliances: 
and supplies, transport equip- 
ment, agricultural tractors, | 
stationary diesel engines, railway 
wagons, bicycles, sewing machines, 
electric motors and power trans- 
formers. 

However, in a number of other 
industries including steel, paper and 
paper board, cigarettes and jute 
manufactures, output in 1983/84 
was adversely affected by declines 
in production during April-Novem- 
ber 1983 compared with the same 
period in 1982. For example, 
the steel industry, in which output 
declined by 17.6 per cent, suffered’ 
from sluggishness in domestic 
demand and a mismatch between. 
planned production patterns and 
the composition of demand. Steel 
stocks were high at the start of 
the fiscal year 1983/84, partly 
reflecting the effect of maintaining 
production levels in 1982/83 in 
spite of slack demand. Action was 
taken in the course of the year to 
change the pattern of production 
of steel to suit market demand. 
Special efforts also were mounted 
to ensure regular supplies of inputs, 
particularly power and coal, to 
improve the maintenance of plant 
and equipment and to update the 
technology of steel plants in the 


dublic sector. The jute industry, 
the output of which went down by 
5 per cent in 1983/84, experienced 
difficulties due to labour problems, 
the high cost of raw jute and low 
sales of finished products, espe- 
cially for export. 
Gross domestic capital forma- 
tion in the registered manufacturing 
sector in constant prices declined 
‘by 19.3 per cent between 1981/82 
and 1982/83. However, all available 
indicators show that the industrial 
investment climate was encouraging 
in 1983/84. The acceleration in 
industrial growth witnessed in the 
second half of 1983/84 has con- 
tinued into 1984/85. Industrial 
growth during the latter year as a 
whole is likely to be around 7.5 
per cent. 
The rate of growth of manu- 
facturing value added in Pakistan 
fell to 7.7 per cent during 1983/84, 
from 8.9 per cent in 1982/83. The 
main factor behind the slow-down 
was the failure of the cotton crop, 
which affected the country’s main 


manufacturing industry, cotton 
textiles, with output declining 
mby 5.1 per cent. Among 


other large-scale manufactures in 
which output declined were sugar 
‘and paper and packaging products, 
which fell by 13.9 and 8.9 per 
cent. The industries in which 
increased above average 
cement (13.5 per cent), 
phosphatic fertilizer (24.7 per 
cent), vegetable products (14.6 per 
cent), soda ash (9.5 per cent) and 
caustic soda (8.2 per cent). 

On the whole, the manu- 
facturing sector in Pakistan has 
_ experienced an impressive revival in 
recent years. A facilitating factor 
has been the coming into opera- 
_ tion of a number of intermediate 
industries, including steel, which 
have made possible a major break- 
through in engineering industries 
and related downstream projects. 
Another catalytic factor has been 
the Government’s more liberal 
policies towards the participation 


of the private sector in building the 
industrial base. These policies were 
further consolidated during 
1983/84 by providing additional 
fiscal concessions to the private 
sector. The sixth five-year plan, 
which was launched in July 1984, 
includes a liberal framework for 
sanctioning industrial investments, 
improving the competitive strength 
of existing industries through the 
rationalization of tariffs and the 
provision for modernization. It is 
projected that the industrial sector 
will continue to grow at more than 
8 per cent per annum in 1984/85, 

In Sri Lanka, growth in real 
industrial value added is estimated 
to have further slowed down to 
2.2 per cent in 1983, compared 
with 3.4 per cent in 1982. The 
decline in the growth rate was 
mainly accounted for by a fall in 
the contribution of public sector 
industries. This resulted from the 
closure, for eight weeks, of the 
petroleum refinery for repairs and 
the suspension of operations in 
certain large uneconomic public 
enterprises. Industrial output was 
also adversely affected by a 
decrease in hydropower generation 
caused by drought and production 
losses following the July 1983 
disturbances. 

Among the industries that 
recorded above average real growth 
were textiles, wearing apparel and 
leather products (34 per cent); 
food, beverages and tobacco prod- 
ucts (11 per cent); fabricated 
metal products (9 per cent); wood 
and wood products (8 per cent) and 
basic metal products (6 per cent). 
However, the output of petroleum 
and chemical products declined by 
18 per cent. 

In 1984, industrial value added 
is expected to increase by 6.5 per 
cent and manufacturing value 
added by 9.5 per cent. 


(b) East and South-East Asia 


The economy of Hong Kong 


experienced an export-led recovery 
in 1983, which continued into the 
first half of 1984, The growth 
rate in real terms of domestic 
exports was about 14 per cent in 
1983 and 25 per cent in the first 
half of 1984, with considerable 
variation among industries. The 
growth of output of industries 
such as textiles and watches and 
clocks slowed down, while in 
garments, electronics and plastics 
growth was stronger in the first half 
of 1984 than in the second 
half of 1983. 

Hong Kong has been able to 
maintain its external competitive: 
ness through favourable develop- 
ments in the internal cost/price 
structure, including property prices 
and rentals, wage stability and 
improvements in labour productiv- 
ity. However, some manufactures 
such as plastic and_ electronic 
products and electrical appliances 
faced difficulties in obtaining raw 
materials and component parts due 
to shortages of supplies and the 
volatile exchange rate. Some 
industries experienced difficulties 
in recruiting skilled labour. 

In Jndonesia, the value of 
growth in manufacturing output 
rose marginally, to 2.2 from 
1.2 per cent in 1982. Consistent 
with government policy in the past 
several years, progress was achieved 
in downstream industries producing 
consumer as well as import- 
substituting products. Manufac- 
turing of milk products, dry cell 
batteries, television sets and radios 
etc. and fertilizer rose by 51.3, 
22.9, 5.3 and 12.9 per cent respec- 
tively. In contrast, the output of 
paper declined by 9.5 per cent and 
of yarn by 6.4 per cent. The 
output of footwear (1.2 per cent), 
chemicals except fertilizer (1.5 per 
cent) and cement (2.4 per cent) 
grew at modest rates. 

Overall growth in the value of 
manufacturing production — in 
Malaysia responded to the vigorous 
rise in domestic and foreign 
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demand, increasing by 6.6 per cent 
in 1983 against only 3.8 per cent in 
1982. This, however, concealed 
wide variation in the growth of 
different industries. A large number 
of industries showed a buoyant per- 
formance, including petroleum 
products, chemicals and chemical 
products and non-metallic mineral 
products, transport equipment, food 
products, electrical machinery, ap- 
paratus, appliances and supplies, 
wood products and basic metals. 
Production of airconditioners, of 
which Malaysia is the third 
largest exporter in the world, 
increased by 2.7. per cent 
in 1983. Output of electronic 
component parts for the export 
market rose by 8 per cent in 1983 
as against 3.7 per cent in 1982. 
Production of integrated circuits, 
of which Malaysia is the leading 
world exporter, went up by 18.8 
per cent in 1983 compared with 
20.9 per cent in 1982. 

The steep decline in the 
output of the off-estate agricultural- 
processing industry, by 8.9 per cent 
in 1983 following a growth of 21.2 
per cent in 1982, was mainly on 
account of a large decline in the 
processing of palm oil and a slower 
growth in rubber re-milling and 
processing. The textile industry 
continued to be badly affected by 
sluggish overseas demand and inten- 
sive competition for a limited 
market, with production declining 
by 3.4 per cent in 1983 compared 
with 2.4 per cent in 1982. In the 
metal products industry, output fell 
by 23 per cent in 1983. The 
output of textiles, metal and rubber 
products fell in both 1982 and 
1983 

Improvement in conditions 
within the manufacturing  sec- 
tor led to a revival in invest- 
ment. Capital investments 
increased by 10.3 per cent in 1983. 
The structure of the manufacturing 
sector in Malaysia is changing fast. 
An increasing number of large 
capital-intensive projects are being 
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implemented in steel, sponge iron, 
car manufacturing and methanol 
production, partly asa result of the 
gas resources coming on-stream as 
energy inputs. 

In the Republic of Korea, 
value added in manufacturing in 
teal terms, which had grown by 4 
per cent in 1982, rose by 10.8 
per cent in 1983. The output of 
the heavy and chemical industries in 
1983 increased by 14 per cent, 
almost double the rate of growth of 
light industry. The output of non- 
metallic mineral products, electrical 
machinery, transport equipment 
and general machinery showed 
particularly strong production 
growth; the production of petro- 
leum and chemical products also 
recorded fairly high growth, making 
up for the slump in the previous 
year. In light industry, the output 
of food, wearing apparel and leather 
and rubber products responded 
favourably to an upsurge in 
domestic and overseas demand, 
while the production of textile and 
wood products stagnated because 
of sluggish export demand. 

During 1983, the Government 
strengthened efforts to maintain 
and improve the competitive edge 
of exports from the Republic of 
Korea. Among the measures 
undertaken were financial support, 
especially to small- and medium- 
size firms, for research and 
development. The measures also 
sought to provide support to the 
production of new high-quality 
goods, purchase of research equip- 
ment and introduction of advanced 
technology. In 1984, the growth 
rate of manufacturing production 
is expected to rise to nearly 14 
per cent, based on stronger per- 
formance in heavy and chemical 
industries relative to light industry. 

Reversing the decline that 
started in the second quarter of 
1982, the volume of manufacturing 
output in Singapore turned around 
a year later, accelerated in the next 
few months and reached 14 per 


cent growth in the last quarter oj 
1983. The overall growth of J 
per cent in 1983 thus understates 
the true extent of the recovery! 
The pickup in growth was led by 
the electrical and electronics and@ 
industrial and metal enginee 1g 
industries, largely in response te 
increased demand in the United 
States market. Output in the) 
industrial and metal engineering 
industry, including computers andi 
computer-related equipment, grew 
by 12 per cent, and was boosted 
by production from new firms) 
manufacturing computer-related) 


cartridges, computer keyboards a adi 
printers. The pharmaceutical, . 
paints and other chemical industries 


grew by 14 per cent, largely | 
The 


Output of building materials also” 
increased in tandem with the 
construction boom. 

After declining for 
consecutive years, the garment” 
industry registered a 4 per cent 
growth in output. The industry is 
being restructured for the produc 
tion of high-fashion garments. 
However, textile output fell by 24 
per cent Owing to a decline in the’ 
industry’s export competitiveness 
and quota restrictions. The timber 
industry also remained depressed, 
with the sawmilling and plywood 
industry facing difficulties in” 
securing log supplies. The transport 
equipment industry, comprising 
mainly shipbuilding, ship repairing 
and oil rig construction, declined 
for the second consecutive year. 
The continuing lull in oil explora- 
tion activity ensures that the 
industry will remain depressed for 
some time. 

Over the past few years, the 
oil refineries had invested heavily 
to upgrade plants to meet competi 
tion from other refineries in the 
region and with countries in 
Western Asia. A number of these 


‘investments came on-stream during 
1983, including a hydrocracker of 
21,000 barrels per day (bpd) 
capacity, a catalytic reformer of 
12,000 bpd capacity and a 
visbreaker of 29,000 bpd capacity. 
In 1983, oil companies also com- 

itted more than $50 million for 
investment in _ energy-efficient 


Plans are under way for 
~ developing commercial oil terminal 
operations. The first phase of an 
oil storage terminal at Pulau 
“Sebarok was completed in June 
~ 1983, providing 3 million barrels of 
_ tankage space. There are plans to 
increase this to 5 million barrels 
~ by 1985. Another terminal, when 
completed in 1990, will provide 
storage capacity of about 6.3 
million barrels. These develop- 
ments will promote Singapore’s 
position as an international oil 
trading centre. However, the 
petroleum industry faces an uphill 
"task in continuing to keep up past 
levels of exports, which have 
“accounted for more than 40 per 
_ cent of Singapore’s total exports. 
With oil prices falling and an in- 
_ creasing proportion of OPEC’s crude 
oil being refined in the Gulf region, 
_ Singapore’s refineries will be under 
severe strain in trying to keep 
- output growing and profits steady. 
. Manufacturing activities con- 
tinued to recover in the first half 
of 1984, rising by 12.2 per cent 
over the corresponding period in 
~1983. While the major contribu- 
tors to growth in the manufacturing 
sector remained the electrical, 
electronics and petroleum refining 
industries, a wider range of 
industries, including industrial 
chemicals and gases and transport 
_ equipment, expanded output. 
The economic restructuring 
' Measures undertaken in Singapore’s 
manufacturing sector since 1979 
resulted in a movement away from 
labour-intensive, low-productivity 
techniques towards those which 
re more intensive in skill, capital 


and technology. The relatively 
tight labour market, together with 
improved business expectations 
towards the second half of 1983, 
pushed labour-intensive industries 
to implement automation and 
rationalization programmes. Prog- 
ress was made in the use of robot 
systems in manufacturing, mainly 
for welding, spray painting, 
material handling and assembly 
work. There were approximately 
700 robots of all types in use in 
Singapore. Automation was 
particularly extensive in the metal 


engineering, electronics and 
printing industries. The trend 
towards automation led to a 


decline of the work force in manu- 
facturing by 6 per cent in 1983. 
As a result, productivity surged by 
9 per cent. 

The Government continued to 
encourage investment in mechaniza- 
tion and automation through the 
provision of incentives and training 
facilities. In 1983, $S 11 million 
was committed under the Interest 
Grant for Mechanization Scheme for 
220 projects in the manufacturing 
subsector. These grants were ex- 
pected to lead to investment of $S65 
million in automated equipment. 
Moreover, new industrial training 
programmes were introduced to de- 
velop skills required for the opera- 
tion and maintenance of automated 
machinery. Existing training pro- 
grammes were upgraded to keep 


pace with the trend towards 
increased automation in manu- 
facturing. 


The manufacturing real value 
added in Thailand showed con- 
tinued growth throughout 1983, 
registering an annual growth rate 
of 6.9 per cent, compared with 
4.4 per cent in 1982. Most of the 
industries experiencing high growth 
were import substitution or indus- 
tries producing for domestic 
consumption, namely alcoholic and 
non-alcoholic beverages, cigarettes 
and tobacco. Consequent upon a 
recovery in construction and invest- 


ment activity, the output of 
construction materials, including 
cement, metal, ceramics and wood 
products, increased considerably. 
Likewise, motor vehicles and 
transport equipment output had a 
significant boom. Output of con- 
sumer durables, such as electrical 
appliances and cooling machines, 
fans, colour television sets as 
well as chemicals and plastics, 
showed an upward trend. Indus- 
tries in which output sharply 
decreased included  agro-based 
industries and export-oriented 
industries, e.g., rice milling, sugar, 
molasses, canned pineapples and 
canned pineapple juice. The output 
of gunny bags contracted on 
account of diminished domestic 
and overseas demand. The output 
of integrated circuits and fextile 
products increased at below average 
rates owing to a slow-down in 
exports. 


(c) Centrally planned economies 


In China, the gross value of 
total industrial production in 1983 
increased by 10.5 per cent, 
far exceeding the target of 4 per 
cent. If the output of rural enter- 
prises is taken into account, then 
the growth rate amounted to 11.1 
per cent. Out of all the major 
manufactured goods produced in 
1983, 28 items met the output 
targets set for them in the sixth 
five-year plan, 1981-1985. 

Production in light industry 
increased by 8.7 per cent. The pro- 
duction of radios and television 
sets, tape recorders, cameras, 
washing machines and refrigerators 
rose by 16, 15.5, 43.4, 24.8, 44.5 
and 88.7 per cent respectively. 
The output of heavy industry 
increased by 12.4 per cent in 1983. 
Machinery, building materials, 
walking tractors and power gener- 
ating equipment achieved growth 
rates of 21.1, 10.2, 67.1 and 66.6 
per cent respectively. 

Growth in the industrial sector 


1) 


has been attributed to several 
factors, including (a) an increased 
supply of energy and raw materials, 
(b) improvements in the manage- 
ment of industrial enterprises, (c) 
expansion in the scale of capital 
construction, and (d) an increase 
in the demand for industrial prod- 
ucts, in particular consumer 
durable goods due to an increase 
in personal disposable income. 

In the first seven months of 


Box I. 11. 


The diversity of roles that 
economic policy instruments can play 
in achieving economic objectives is well 
illustrated by the use of free trade 
zones (FTZs) in different countries of 
the region. Until recently, the principal 
use of FTZs had been to attract 
transnational corporations (TNCs) 
wishing to take advantage of the cheap 
raw materials and labour of host 
countries for increasing exports. For 
medium-sized countries, such as 
Malaysia, the Philippines and the 
Republic of Korea, the impact on 
exports and employment was signif- 
icant.* In the case of larger countries, 
such as China and India, FTZs are 
being used to achieve multiple objec- 
tives. In the process many of the 
features of the earlier FTZs have been 
considerably modified, especially in 
China. 

In India, various policies and 
approaches have evolved since the 
establishment of the first FTZ at 
Kandla in 1965. In 1974, the Santa 
Cruz Electronics Export Processing 
Zone (SEEPZ) was set up, and in 1980 
the 100 per cent Export-oriented Unit 
(EOU) scheme was instituted. In 
1983, the Government decided to set 
up four new FTZs at Cochin, Madras, 
Haldia and the New Okhla Industrigl 
Development Authority (Ghaziabad). 

The Kandla Free Trade Zone 


2 There is evidence that the 


impact of TNCs on employment has 
been more substantial in Malaysia than 
in the Republic of Korea. See M. 
Datta-Chauduri, “The role of free trade 
zone in the creation of employment 
and industrial growth in Malaysia”, 
Asian Employment Programme Work- 
ing Papers (ILO-ARTEP, Bangkok). 
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1984, industrial output in China 
increased by 11.9 per cent over 


the same period in 1983; output of 


light industry grew slightly slower 
than that of heavy industry. 


Reforms in the management of 


industrial enterprises have been 
initiated in order to increase 
productivity and improve the 
economic performance of enter- 
prises. 


The economic reforms an- 


Free trade zones in India and 


(KAFTZ) manufactures products such 
as coke oven equipment and em- 
broidered garments for export. 
Products manufactured and assembled 
in SEEPZ range from prerecorded 
video cassettes and loud speakers to 
floppy disc drives and micro circuits. 
Under the EOU scheme, about 40 firms 
had started operations by July 1983 
with locations in more than 15 states. 
They produce ready-made garments, 
silk fabrics, computer and electronic 
items, stainless steel tableware, x-ray 
and photographic films, spectacle 
frames and sunglasses.© While some 
well-known TNCs are operating in 
SEEPZ, most of the firms are owned 
by resident and non-resident Indians. 
The export performance of the 
schemes varies substantially. In 1983, 
the value of exports from KAFTZ at 
Rs 1,170 million was about 2 per cent 
of total Indian exports, much of it 
representing net export since the 
import content of the goods exported 
(garments etc.) was low. In general, 
while export processing zones (EPZs) 
may account for a sizeable share of 
exports in each industry, their con- 
tribution to total exports does not 
seem to be large. In SEEPZ, the value 
of exports during 1982-1983 was Rs 
544 million, but 90 per cent of it had 
been spent on imports. While it is 


b Indian Investment Centre, 
Monthly Newsletter, vol. XX, No. 9 
(New Delhi, 25 September 1983), 
p. 69. 


© Indian Investment Centre, 
Monthly Newsletter, vol. XXI, No. 2 
(New Delhi, February 1984), p. 13. 


d Tbid., No. 1, 25 January 1984, 
D: 1 : 


nounced in October 1984 are 
aimed primarily at making China’: 
industrial structure more efficient 
technologically advanced anc 
sensitive to the changes in con 
sumer demand and relative facto; 
scarcities (Box I.11). Although re 
forms in the industrial structure are 
more complex and difficult to un 
dertake, reliance has been placec 
largely on the successes achieved by 
similar institutional changes in the 


China 


too early to judge the performance of 
EQUs, it appears that greater export 
diversification has not resulted from © 
the scheme. The incentives have 
attracted existing manufacturing firms, 
especially in textile and textile prod- 
ucts, from the domestic tariff area into 
the scheme. The additional employ- 
ment created has been insubstantial. | 
The total combined employment in- 
KAFTZ and SEEPZ was 7,000 in 
1981,° though employment of persons - 
in certain categories such as engt 
neering has increased in SEEPZ. 
Companies have been established 
outside SEEPZ to provide ancillary 
services and products to companies in 
the zone, thus creating backward 
linkages. . 
In China, special economic zones — 
(SEZs) have developed as an integral 
part of the policy of the “four 
modernizations” initiated in 1978/79. 
Among the objectives of the four 
modernizations was the opening of 
China to the outside world through © 
foreign investment and advanced 
technology. In 1980, four SEZs 
were established in Shenzhen, Zhuhai, — 
Shantou and Xiamen. In April 1984, 
the Chinese Government decided to 
open 14 coastal cities to foreign 
trade and investment, based partly 
on the SEZ pattern of regulations and 
administration. For China the SEZs 
represent an unprecedented experi — 


—_ 


—~— 


© J. Carrie, “Special economic 
and export processing zones and their 
tole for TNC investment in the 1980s”, 
working paper for ESCAP/UNCTC/ 
CCPIT Regional Workshop on Special 
Economic and Export Processing 
Zones, Guangzhou and Shenzhen, 
China, 7-17 November 1983, p. 4. 
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sriculture sector. The responsibili- 

y system introduced in agriculture 

3 to be extended to the industrial 
' sector. A major point of departure 
"rom past policies in the industrial 
ector has been the recognition 
hat “reform of the price system is 
he key to the reform of the entire 
‘conomic structure”.® Although 
his is inherently a more difficult 
nd challenging task than in agricul- 
"ure, potential benefits in terms of 


nent in socialist modernization, with 
onsiderable decentralization of 
sconomic decision-making, relaxation 
f economic policies, and the creation 
of a legal and social framework to at- 
tact foreign investment while mitigat- 
negative influences from abroad. 
In contrast to the multi-product 
PZs in India, the SEZs are multi 
urpose zones with an emphasis on 
e development of light as well as 
ieavy industry, commerce, agriculture, 
inimal husbandry, housing and 
ourism. This is a major innovation 
the use of EPZs, which had so far 
een meant exclusively for manrufac- 
turing for export. Another important 
use of SEZs in China has been as 
instruments of regional development. 
Up to 1984, SEZs had been located in 
areas such as Guangdong and Fujian, 
which were the home provinces of a 
‘majority of overseas Chinese. This was 
one with a view to taking advantage 
of cultural ties to attract capital, tech- 
nology and business and industrial 
skills from overseas Chinese® who 
account for the bulk of the investors 
in the SEZs. 

Among other distinctive features 
of China’s SEZs is the opportunity 
they provide to foreign investors to 
sell a part of their output in the 
Chinese market. The Government 
i been flexible on the proportion of 

troduction (generally 20 per cent) 
allowed to be sold in China. The 
‘proportion depends on the characteris- 


f 
economic zones”, 


vol. 27, No. 4 (Beijing, 23 January 
+1984), p. 26. 


5 Modern Asia 
September 1984), pp. 13-16. 


Liang Ziang, ‘‘China’s special 
Beijing Review, 


(Hong Kong, 


flexibility and dynamism in the 
industrial structure are also cor- 
respondingly greater. 

In Mongolia, gross industrial 
output during 1981-1983 increased 


5 Decision of the Central Com- 


mittee of the Communist Party of 
China on Reform of the Economic 
Structure, Section V, “Establish a 
tational price system and pay full 
attention to economic levers”, in Beijing 
Ribao, 21 October 1984 (translation). 


tics of the products. Products in short 
supply that China would otherwise 
have to import or those that contain 
mostly Chinese raw materials, com- 
ponents or spare parts or those 
produced by using high technologies 
are given preference to be sold in the 
Chinese market. 

It is too early to assess the impact 
of SEZs on Chinese industrial develop- 
ment. It is estimated that in 1983 
nearly 30,000 people were employed 
in Shenzhen SEZ, but a large number 
of them were employed in construc- 
tion work. By late 1983, employment 
in the Shenzhen industrial zone was 
about 5,000, including management 
personnel and technicians. In a recent 
assessment of SEZ experience,! it was 
observed that the scarcity of skilled 
and highly productive labour had 
resulted in low-technology industries 
coming into the zones, with too few 
high-technology industries. 

There is an interesting contrast 
between the experiences in China and 
India in the matter of technology 
transfer and the use of high-skilled 
personnel in EPZs and SEZs. While 
SEEPZ in India has been successful 
in creating employment opportunities 
for skilled engineers, China’s SEZs 
have employed those with low skills 
in labour-intensive industries. To 
some extent, this may reflect the 
relative abundance of highly skilled 
engineering personnel in India. 


h Speech by Sun Kaifeng, General 
Manager of Shenzhen Special Econo- 
mic Zone Development Co., at ESCAP/ 
UNCTC/CCPIT Regional Workshop on 
Special Economic and Export Pro- 
cessing Zones, Guangzhou and 
Shenzhen, China, 7-17 November 1983. 


; Modern Asia, op. cit. 


on average by 9.9 per cent. In Viet 
Nam, the value of industrial produc- 
tion in real terms rose by 13 per 
cent in 1983. The rate of growth 
of heavy industry has been weak, 
amounting to 2 per cent, while that 
of light industry was 20.8 per cent. 
For 1984, the annual plan envisages 
a growth rate of 4.2 and 6.2 per 
cent respectively for these two 
sectors of industry. 


2. Mining 


The developing countries of 
the ESCAP region are generally not 
well. endowed with mineral 
resources. Consequently, mining 
and quarrying accounts for a minor 
share in GDP. Ina few countries of 
the region, mining contributes 
significantly to foreign exchange 
earnings, while in some others it 
provides the largest part of 
domestic energy resources. Most 
countries, however, have to spend 
a sizeable amount on imports of 
minerals for use as raw materials in 
industry. Lately, a greater variety 
of minerals are being explored, 
produced and exported as a result 
of the diversification efforts being 
undertaken by some countries. 

In 1983, mining activity in the 
region slackened for the third 
consecutive year because of sluggish 
world demand. The economic 
recovery that began in many 
developed countries in 1983 did 
not have strong effects on the 
mining industry, the output of 
which is usually consumed by the 
heavy capital goods and _ inter- 
mediate industries where the 
impact of a recovery is generally 
felt with considerable time lag. 
In addition, resource-saving and 


miniaturization of products 
through technological improve- 
ments, added to  destocking, 


adversely affected demand. As a 
result, foreign demand for mineral 
products continued at a low 
level during 1983 as well as much 
of 1984, thereby depressing ore 


81 


Figure 1.12. 


Selected developing ESCAP economies. Index of price and 


production in selected mineral commodities, 1980-1983 


[] 1980 
Bion 
[1982 


(Index numbers) 


180 


Production 


Copper ore® Lead 
concentrate 


Tin Zinc 
concen trate® 


concentrate 


z Covering production from India, Indonesia, Papua New Guinea, the Philippines 


and the Republic of Korea. 


Covering production from India, the Republic of Korea 


and Thailand. * Covering production from Burma, Indonesia, Malaysia and Thailand. 
Covering production from Burma, India, the Philippines and the Republic of Korea. 


prices and product expansion. 

Figure I.12 shows that through- 
out the period 1980-1983 the prices 
of copper and of tin, lead and zinc 
concentrates fell. Their production 
in the ESCAP region also fell, parti- 
cularly after 1981, except for zinc 
concentrate. Consequently, the 
export earnings from these commo- 
dities plummeted. 

The negative impact of the 
decline in oil prices on oil explora- 
tion and development programmes 
and the lack of significant major 
discoveries in the region raised 
serious problems for the industrial 
growth of the developing coun- 
tries in the ESCAP region. Yet 
activity in the petroleum industry 
was brisk during 1983. The pro- 
duction of crude petroleum in 
several countries of the region 
increased between 10 and 13 per 
cent, except in Indonesia and 


Pakistan where it remained stagnant. 


However, oil production in the 
first half of 1984 was 55.2 million 
tons compared with 60.4 million 
tons over the same period in 1983 
in the Islamic Republic of Iran. 
The largest growth in production 
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was recorded in Thailand (152 per 
cent), followed by Malaysia (29 
per cent), Indonesia (27 per cent) 
and India (20 per cent). In 
Malaysia, petroleum, which dis- 
placed rubber as the most im- 
portant export commodity, 
suffered less damage compared with 
ather commodities. This was 
largely attributed to the turnabout 
in the country’s policy from 
conservation to boosting output in 
order to compensate for adverse 
effects of the price fall. Indonesia, 
as an OPEC member, was able to 
maintain its OPEC production 
quota during the first half of 1984. 
China’s production of 53.8 million 
tons during the first half of 1984 
fell a little short of its annual 
target of 110 million tons for 
1984, but was ahead of the 1983 
level. The net percentage increase 
in the production of oil in the 
major oil-producing developing 
ESCAP countries in the first half 
of 1984 over the same period in 
1983 was 15 per cent (excluding 
the Islamic Republic of Iran). A 
similar though less marked increase 
of 9 per cent was recorded in the 


first half of 1983 over the sam 
period of 1982 in the productio 
of natural gas. 

The major  coal-producin 
developing countries of the regio 
increased their output of coa 
during 1983 (Table I.23). In India 
the yearly total output of coa 
exceeded 136 million tons in 1983 
an increase of about 6 per cent ove 
the previous year. The mineral 
industry in India is dominated by 
large volume, low value and bull 
commodities, of which coal is th 
most important. Coal reserves hay 
been estimated at some 114 billio: 
tons, of which some 23 billion ton 
are of coking quality. Indian coals 
however, are characterized by higt 
ash content. The industry ha 
nearly 400 collieries, 22 of whicl 
have an annual output in excess 0 
500,000 tons each. Lignite reserve 
are estimated at about 3,00 
million tons. Annual productiot 
is about 7 million tons, the bulk 
of which is used in power genera 
tion. 

Coal production in Chin: 
continued to expand and wa 
reported to have reached 715 
million tons in 1983 comparet 
with 666 million tons in 1982 
While China has proven coa 
reserves of 770 billion tons 
transport facilities are the mair 
bottle-neck in its coal developmen 
programme. Even though full-scal 
development is only beginning 
China is still the world’s thirc 
largest coal producer, deriving 7( 
per cent of its total energy require 
ments from coal. 

Total reserves of coal in thé 
Republic of Korea are estimated ai 
1,450 million tons, almost entirely 
of anthracite, with recoverable 
reserves of some 550 million tons 
Forty per cent of the reserves are of 
relatively low average calorific 
value, and most of the country’s 
production is consumed in domes 
tic heating in the form of briquettes 
Production rose in 1983 to 19 
million tons. 


_ Apart from oil, natural gas 
ind hydropower, Thailand’s other 
major energy source is lignite. 
roven reserves are 180 million 
tons, and probable reserves amount 
to 600 million tons. In 1983, 
output reached 1.9 million tons 
ith the expectation of a rise to 
5 million tons per year by 1986. 

World demand and price of 
iron ore continued to decline in 
1984 after a small increase in 
1983 as production of iron and 
steel was reduced in most of the 
industrialized countries. Iron ore 
production in the developing 
ESCAP region (excluding China) 
fell by 9.7 per cent in 1983. The 
principal producers of iron ore in 
this region are China and India. In 
1983, the annual iron ore produc- 
tion in China and India was 
estimated to be about 114 million 
‘tons and 38 million tons respec- 
tively. 

As noted earlier, the major 
tin-producing countries of the 
region, Indonesia, Malaysia and 
Thailand, had to contend with 
persistently weak prices and rising 
stocks. The International Tin 
Council took action in 1982 to 
prevent the tin price from falling 
below the International Tin Agree- 
ments floor price. Export and 
production controls were instituted 
to contain the tin surplus.® In 
1983, tin output in Indonesia, 
Malaysia and Thailand further 
declined by 21.4, 20.5 and 22.7 
per cent respectively. Falling 
output and weak prices severely 
affected export earnings for these 
countries. Prospects of an early 
recovery in tin prices are poor, with 
large stocks of tin and a decline in 
consumption in industrialized coun- 
tries. 

The principal producers of 
copper among the developing coun- 
tries of the region are India, 


6 See Economic and Social Survey 
of Asia and the Pacific 1983, p. 53, Box 
1.8. 


Table 1.23. Selected developing ESCAP economies. Production of mineral 


commodities, 1980-1983 (monthly averages) 


(Thousands of tons) 


Coal 

India 

Indonesia 

Pakistan® 

Philippines 

Republic of Korea (anthracite) 
Total 
Annual production 


Lignite b 
India 
Thailand 
Total 
Annual production 


Iron ore (gross weight) 
India 
Indonesia 
Malaysia 
Republic of Korea 
Thailand 
Total 
Annual production 


Bauxite (gross weight) 
India 
Indonesia 
Malaysia 
Pakistan 
Total 
Annual production 


Copper ore (Cu content) 
India 
Indonesia 
Papua New Guinea 
Philippines 
Republic of Korea 
Total 
Annual production 


Gold (kilograms) 
Fiji 
India 
Indonesia 
Malaysia 
Papua New Guinea (exports) 
Republic of Korea , 
Total 
Annual production 


Lead concentrates (Pb content) 
India 
Republic of Korea 
Thailand 
Total 
Annual production 


1980 


9 092 
25 

149 

27 

1 545 
10 838 
130 056 


379 
119 
498 
5 976 


3 495 
6.2 

31 

45 

es 

3 584.3 
43 011.6 


149 
104 
77 
0.1 
330.1 
3 961 


2.0 
4.8 


11.8 


25 
0.1 
43.7 
524.4 


64 
204 
21 

12 
ha 
99 
1611 
19 332 


1.1 
0.9 
Ii 
4.1 
49.2 


1981 1982 1983 
10 204 10 693 11 351 
29 40 40 
130 157 152 
31 46 85 
1 666 1 686 1579 
12 060 12 622 13 207 
144720 151464 158484 
497 556 609 
140 164 156 
637 720 765 
7 644 8 640 9 180 
3 455 3 500 3 166 
i 12 10 
44 28 10 
46 46 49 
5.2 2:2 3.4 
3 557.2 3 588.2 3 238.4 
42686.4 430584 38 860.8 
160 155 156 
100 59 65 
58 49 42 
0.1 0.4 0.3 
318.1 263.4 263.3 
3 817 3 161 3 160 
2.1 Zio 3.6 
4.9 5.8 5ye) 
le) 14.4 15.1 
25 38 35 
0.1 0.1 Stok 
45.8 60.8 59.0 
549.6 729.6 708.0 
80 119 104 
206 187 Late 
15 18 22 
15 15 15 
1 470 1589 1 588 
105 141 
1 891 2 069 
22 692 24 828 
1.3 1.4 2.0 
1.0 0.9 0.9 
3.4 4.2 4.1 
5.7 6.5 7.0 
68.4 78.0 84.0 
(Continued overleaf) 
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Table 1.23 (continued) 


1980 1981 1982 1983 
Tin concentrates (Sn content) 
Burma 0.1 0.1 0.1 0.1 
Indonesia oy | 2.6 2.8 2.2 
Malaysia S.1 5.0 4.4 3.5 
Thailand 2.8 2.6 22 a7 
Total 10.7 10.3 9.5 7.5 
Annual production 128.4 123.6 114.0 90.0 
Zinc concentrates (Zn content) 
Burma 0.6 0.6 0.8 <5 
India 2.3 2.6 2.6 3.7 
Philippines 0.6 0.4 0.3 0.4 
Republic of Korea 4.7 4.7 4.9 4.7 
Total 8.2 8.3 8.6 
Annual production 98.4 99.6 103.2 
Natural gas (terajoules) 
Bangladesh 3788 4663 5 642 6 377 
Brunei Darussalam 33 258 32476 28 868 
India 4215 4 887 7 386 
Indonesia® 50 616 54 435 53 862 
Malaysia (Sarawak) 2693 2 805 2912 = cte 
Pakistan 24625 27 137 29 571 30 954 
Total 119 195 126 403 128 241 
Annual production 1430340 1516836 1538892 
Crude petroleum 
Brunei Darussalam 1 042 661 675 Sixis 
China 8 829 8 435 8510 8 839 
India 783 1244 1 645 2 097 
Indonesia 6 469 6555 5 488 5 493 
Iran, Islamic Republic of 6 148 5 499 8 207 10 343 
Malaysia (Sabah and Sarawak) 1104 1138 1202 < oe 
Pakistan 40 39 47 47 
Total 24415 23 571 25 774 
Annual production 292 980 282 852 309 288 


Sources: United Nations, Quarterly Bulletin of Statistics for Asia and the Pacific, 
various issues; Monthly Bulletin of Statistics, October 1984; Energy Statistics Year- 
book, various issues and Bank of Papua New Guinea, Quarterly Economic Bulletin, 


June 1984. 


< Including lignite and waste. : Including brown coal. = Including wasted gas. 


Indonesia, Papua New Guinea and 
the Philippines. Production in 
Indonesia and the Philippines 
declined in 1983 by 8.6 and 7.9 per 
cent respectively, while copper 
output from Papua New Guinea 
tose by about 4.5 per cent. India 
produced about 43,000 tons of 
copper in 1983. As this amount 
was far short of domestic needs, 
some 60,000 tons of copper had to 
be imported. 

The main bauxite producers 
in the region are China, India, 
Indonesia and Malaysia, with China 
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and India being the main producers 
of aluminium. Bauxite reserves in 
India are estimated at 2,190 million 
tons. Although the country has an 
installed capacity to produce 
35,000 tons per year of finished 
metal, the industry operated at 60 
per cent of installed capacity in 
1983 owing to power shortages. 
In 1983, the bauxite output in 
Indonesia, at 780,000 tons, was 
10.2 per cent above the 1982 level 
but still below the capacity of 
around 1 million tons per year. 

Over 40 per cent of the world 


supplies of antimony is mined in 
the developing countries of the 
ESCAP region. Among the region’s” 
producers, China ranks as one of 
the leading producers of antimony 
in the world, with a reported total 
production of 10,000 tons in 1980. 
In Thailand, the next largest 
producer in the region, antimony 
ore production continued to 
decline, falling to 1,567 tons in 
1982, about a fifth of the produc- 
tion achieved in 1976. 


C. TRANSPORT AND 
COMMUNICATIONS 

The importance of this sectonl 
in providing both final and inter. 
mediate goods to the economy is 
well recognized in the region. Most 
national development plans recog- 
nize the sector’s strategic role in 
providing intersectoral linkages in 
the economy ina cost-effective man- 
ner. Investment in this sector con- 
stitutes an essential part of building 
the infrastructure for development. 
In many countries of the region, 
infrastructure development tended 
to stagnate in the 1970s. More- 
over, much of the initial infrastruc- 
ture is in need of repair, extension 
and modernization, if not outright 
replacement. The increasing 
importance of internal and inter- 
national trade has also contributed 
to the growing needs of the region 
for the output of this sector.. It is 
only appropriate, therefore, that 
the region should during the next 
decade focus attention on_ this 
sector.” 

The needs for transport devel- 
opment and the modes chosen to 


u At its fortieth annual session at 
Tokyo in April 1984, ESCAP unani- 
mously proclaimed 1985-1994 as the 
Transport and Communications Decade 
for Asia and the Pacific in its resolution 
236(XL). In essence, the central pur- 
pose of a decade of focused attention to 
this sector and its specific problems is 
to highlight the importance of issues 
hitherto neglected so that action may be 
taken to correct past imbalances. 


atisfy them are diverse. The 
thoice of modes of transportation 
epends on a number of factors, 


ncluding topography, level of 
development and the availability of 
‘esources — natural, human and 


financial. Many of these factors are 
slosely related. For example, the 
east developed countries, do not 
‘ely much on maritime transport. 
ny are land-locked of course, 
out even when they have large 
coastal areas, they lack either 
complementary port facilities or 
‘resources to invest in large shipping 
fleets. Sometimes even building 
railroads is a costly and unfeasible 
option. Vast countries such as 
China, India and Pakistan neces- 
sarily rely on railroads, although 
roads are a cheaper option for 
shorter hauls. The newly indus- 
trializing countries and _ the 
resource-rich oil countries of the 
region, in view of their heavy 
dependence on foreign trade, have 
found it necessary to develop large 
shipping, shipbuilding and asso- 
ciated facilities so as to avoid large 
deficits on invisibles. 

The following survey of cur- 
rent developments in the sector 
is necessarily selective. Since the 
problems of least developed coun- 
tries are discussed in detail in 
‘Chapter III, road transportation is 
discussed there. The developments 
in other modes of transportation 
are surveyed in this chapter, in- 
cluding some of those relating to 
least developed countries, especially 
Bangladesh. 


1. Inland transport 
(a) Railways 


Railways play a major role, 
especially in goods traffic, in 
large countries in the region, such 
as China, India and Pakistan. In 
most of the developing countries 
in the ESCAP region, major efforts 
continue to be made for the 
development of railways. 

In China, where rail transport 


plays the leading role among the 
various modes of transport, newly 
installed transport capacity put into 
operation increased greatly in 1983. 
These included the completion of 
the railway linking Tibet and 
Qinghai, the railway serving 
southern Sinkiang and the electri- 
fied railway connecting Hubei and 
Szechuan. Meanwhile, India, also 
a major user of rail transport, 
continued its efforts to rehabilitate 
obsolescent assets and to modern- 
ize railway operations with a view 
to improving their efficiency as well 
as their safety standards. However, 
the renewal of old railway tracks 
has not kept pace with require- 
ments owing to severe resource 
constraints. A length of 2,300 
kilometres of track renewals was 
envisaged during 1983/84, but the 
achievement may be somewhat 
lower because of increases in 
material prices. 

In Bangladesh, investment in 
railways focuses similarly on the 
renewal of tracks, rolling stock and 
signalling equipment. The work 
programme includes the construc- 
tion of modern workshops for 
heavy repair and maintenance of 
rolling stock, manufacture of 
freight wagons and setting up of a 
concrete sleeper factory. Pakistan 
is still confronted with a backlog of 
replacements, and its capacity to 
handle traffic demand is limited. 
Sustained effort, however, was 
being made to quicken the pace of 
replacement of old and worn- 
out assets, increase operational 
efficiency by modernizing existing 
equipment, replace outdated 
machinery and streamline certain 
operational techniques, In Malaysia, 
1983 saw the completion of a 
railway master plan for the develop- 
ment of a double-track, standard- 
gauge and electrified new coast 
line linking Butterworth with 
Johore Bahru and a new east-west 
line linking Kuala Lumpur, 
Kuantan and Kuala Trengganu 
with Kota Bharu. The aim of the 


study was to modernize and expand 
the railway system to meet the 
transportation requirements during 
the 1990s and beyond. The imple- 
mentation of the railway pro- 
gramme in the Philippines for 
1983 concentrated on the selective 
rehabilitation of railroad lines and 
rolling stock to upgrade the 
delivery of services to passengers, 
shippers and commuters. 

In general, during 1983 the 
activity in the railway sector in the 
developing countries of the ESCAP 
region did not show great expan- 
sion compared with 1982. The 
expansion in Bangladesh, Burma, 
China and India was again largely 
offset by contraction, especially in 
freight traffic, in most South-East 
Asian countries. 

In China, for example, total 
freight turnover of railways 
increased by 8.6 per cent in 1983 
against an increase of 7.1 per cent 
in 1982. Similarly, in 1983/84 
the Burma Railways Corporation 
continued to enjoy a satisfactory 
performance in its movement of 
freight, with an increase of 15 per 
cent. 

In India, however, the move- 
ment of freight over railways 
has shown considerable fluctuation 
during the last few years. After 
increasing by 12.8 per cent in 
1981/82, freight movement rose by 
only 2.7: per cent in 1982/83, 
partly because of the slackening of 
industrial activity. Although indus- 
trial production did pick up in 
1983/84, the movement of freight 
by railway continued to stagnate, 
and the growth rate was only 1.4 
per cent. A part of the explanation 
for this slow growth was sluggish- 
ness in the demand for steel and 
iron ore for export. However, some 
improvement appeared in 1984/85, 
as evidenced by a growth rate of 
2.1 per cent reported for the first 
five months of the year, but this 
remained quite modest compared 
with the target of 6.5 per cent 
increase set for 1984/85 as a 
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whole. 

Other developing countries of 
the region showed a mixed record 
in the growth of railway traffic. 
Some faced considerable competi- 
tion from other modes of trans- 
portation, especially road transport. 
For example, the output of 
railways in Pakistan, measured in 
passengers and freight carried, did 
not show any significant increase 
in 1983/84 over the preceding year. 
During the last five years, there was 
a decline in railway freight traffic 
by an average of 4.5 per cent per 
annum due to competition from 
road transport. For similar reasons, 
the volume of freight carried by the 
Malaysian railways also dropped by 
an average of 3.9 per cent per 
annum, from 3.6 million tons in 
1980 to 3.2 million tons in 1983. 
In the Philippines, the railway 
performance remained disappoint- 
ing. However, the decline recorded 
in 1983 was estimated to be not as 
sharp as in 1982. The pattern of 
growth of railway traffic in Sri 
Lanka changed in 1983. Passenger 
traffic dropped by 21.7 per cent 
following an increase in 1982 by 
4.6 per cent, while freight traffic 
grew by 3.2 per cent in 1983 in 
contrast to a decline of nearly 1 
per cent in 1982. Among the 
reasons for the decline in passenger 
traffic in 1983 were the July dis- 
turbances and the closing down 
of some unremunerative services. 
Meanwhile, railways in Indonesia, 
the Republic of Korea and Thailand 
recorded a substantial increase in 
both passenger and freight traffic 
during 1983 in contrast with the 
decline they experienced in the 
previous year. 


(b) Inland water transport 


Inland waterways have tradi- 
tionally been used to provide cheap 
transportation of large volumes of 
low-value bulk commodities to and 
from inland destinations. They 
have inherent advantages as a low- 
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cost means of transport, with slight 
environmental impact and high 
energy efficiency. Furthermore, 
the riverine topography of some of 
the countries in the region also 
provides a great potential for 
developing inland water transport. 
However, the inland waterway 
systems have tended to be ne- 
glected. Rapid advances in the 
technology of competing modes of 
transport, coupled with national 
transport policies predisposed 
towards the promotion of rail and 
toad transport, have in some 
countries led to a relative decline 
in the significance of inland water 
transport. Thus this mode of 
transport remains relatively under- 
developed in the overall transport 
network, with poor infrastructure, 
low technical level of waterway 
conservancy and maintenance, 
deficiencies in operation and 
maintenance of mechanical equip- 
ment, and a lack of development of 
management and operational skills. 
There is little evidence to 
suggest that inland waterways have 
progressed to anywhere near the 
same degree as other modes of 
transport in the region in recent 
years. The few statistical data 
available on the traffic handled by 
the major developing ESCAP coun- 
tries’ users of this transport mode, 
itself symptomatic of its relative 
neglect, suggest slow progress For 
instance, cargo conveyed by the 
Inland Water Transport Corpora- 
tion of Burma during 1983/84 was 
estimated to increase by only 1.5 
compared with 9.1 per cent 
recorded in the previous year. 
Nevertheless, in view of the 
vast contribution inland water 
transport can make to the develop- 
ment of rural areas and with the 
current concern for energy con- 
servation as a stimulus, more and 
more riverine countries in the 
region are beginning to realize the 
potential of their inland water- 
ways. Since the demand for inland 
water transport has steadily risen, a 


| 
: 
trend that is likely to continue, a 
continuous development of this’ 
transport mode has been taking | 
place. 4 

Inland waterways in Bangladesh / 
are natural assets as well as a cheap 
mode of transport. They carry 
about two thirds of the total 
freight traffic and one third of the | 
total passenger traffic. Although 
little capital investment is usually 
required, they do need maintenance 
expenditure for periodic dredging 
and for the upkeep of navigational 
channels and ports. The main 
projects being implemented in 
Bangladesh during the second five- 
year plan period (1980-1985) 
relate to dredging activities in 
order to maintain existing channels - 
and to establish new ones, the 
construction of jetties and im-— 
provement of — cargo-handling” 
facilities at existing ports, the 
development of additional river — 
ports and landing stations, and the 
replacement of old- pontoons, 
vessels and aids to navigation. 
Recent work has consisted of - 
improving navigability in approach 
channels of the Buriganga, the 
Lakhya and the Huraxagar to- 
Dhaka, Narayangonj and Baghabari - 
river ports respectively. Manual 
excavation and dredging were also” 
done in the main water routes of 
the Meghna-Surma-Banlai and the- 
Jamuna-Dhaleswari. During 1983/— 
84, facilities for loading and 
delivering of both cargo and 
passenger traffic were upgraded and 
expanded at terminals in several 
inland river ports. 

In China, development of, 
inland water transport is regarded 
by the Government as an important 
issue. The management and_ 
planning of nation-wide inland 
water transport have been strength- 
ened with the founding of the 
Inland Water Transport Administra- _ 
tion. Master planning of navigation 
and waterway works for major river — 
systems has been well under way. 
The government-subsidized Chang- 


jiang and Xiangjiang channel 
projects and the project to link up 
Qiantangpiang have already started. 
‘The locally funded canal east of 
Zhejiang has already been cut 
through, and the building of the 
‘Luchiagou lock on the Mud River 
‘section of Huaihe, and the Shen 
‘River coal route has also been 
completed. The dredging project 
in the Bulao River section of the 
‘Beijing-Hangzhou canal, which 
started in November 1983, was 
completed in early 1984. 
Similarly in India, inland water 
_ transport has received considerable 
attention in various plans. It is 
now on the threshold of major 
developments. For the year 
1983/84, a provision of Rs 114.5 
‘million for central schemes and Rs 
5.5 million for centrally sponsored 
schemes has been made for the 
development of inland water trans- 
port. These included, among 
others, the acquisition of new 
vessels, provision of infrastructure 
. facilities for riverside stations, 
capital repairs of old vessels and 
_ development of Rajabagan 
Dockyard. The Government has 
-also approved in principle a 
Proposal for setting up an Inland 
_ Waterways Authority of India, 
which will be responsible, inter 
alia, for the development and 
maintenance of national waterways. 
In Burma, the development 
programme in this sector, set in its 
current 1983-1986 plan, includes 
such projects as the construction 
of new vessels, increasing the power 
of “Kyant” tugs, major renovations 
of obsolete vessels, re-engining of 
vessels, replacement of dockyard 
machinery and civil engineering 
works. During 1983/84, 20 water 
craft had their engines replaced, 
and the engines of 22 others are 
expected to be replaced during 
1984/85. Thailand has initiated a 
project to develop inland water- 
way channels in the Chao Phraya 
River from Bangkok to Nakhon 
Sawan and in the Nan River from 


Nakhon Sawan to Taphan Hin. 
This comprises training works, 
dredging, bank protection and aids 
to navigation, and is expected to be 
completed by 1985. 

Several other developing coun- 
tries in the ESCAP region have 
undertaken feasibility studies to 
improve and to utilize better their 
inland waterways for transport 
purposes. In Bangladesh, a feasibil- 
ity study was made for the 
movement of containers within the 
country, and inland waterways 
were found the most accessible and 
least costly mode of transport. The 
possibility of developing facilities 
for handling containerized cargo at 
one or two of the inland river ports, 
however, has yet to be explored. 
The Philippines has planned to 
carry out a feasibility study on the 
development of the Pasig River 
and Cavite coastal system as water 
transport systems. A Canal 
Development Study Committee was 
appointed by the Government of 
Sri Lanka to review the feasibility 
of continuing the rehabilitation 
work on the Colombo-Puttalam 
Canal, in the first instance, to 
enable navigation from the Kelani 
River to Maha Oya, and later to 
extend into the Colombo Beira 
system and north-west Puttalam as 
most potential cargo originates 
from beyond Maha Oya. 


2. International shipping 


Despite signs of recovery in 
world output and trade, the world 
shipping situation remained 
depressed in 1983, as reflected in 
declines in the tonnages of world 
sea-borne trade, the merchant fleet, 
deliveries of new ships and ships 
on order. 


(a) Volume of shipping 


World sea-borne trade dropped 
by 84 million tons from 1982 to 
an estimated 3,165 million tons in 
1983. However, the 2.5 per cent 


decline was less sharp than the 7.3 
per cent drop in 1982. Similarly, in 
terms of cargo transported over 
distance, although world sea-borne 
trade registered a further decrease 
of 3.8 per cent in 1983, the decline 
was less steep than the 1982 drop 
of 13.5 per cent, suggesting that 
the slack in shipping flows was 
diminishing. The eventual impact 
of the recent recession caused a 
shrinkage in the world’s merchant 
fleet in 1983 for the first time since 
the Second World War. It con- 
tracted by 2.1 million gross 
registered tons (grt) or 0.5 per cent, 
from an all-time record of 424.7 
million grt in 1982 to 422.6 million 
grt in 1983. Although the number 
of ships increased by 129 over the 
period, the decline in total tonnage 
was mainly due to a substantial 
decrease in oil tankers and a slight 
decrease in general cargo vessels. 
These reductions more than offset 
the increase in the tonnage of ore 
and bulk carriers, while bulk/oil 
carriers remained constant in 
tonnage. 

The general developments in 
shipping demand and supply were 
clearly reflected in the shipping 
markets in 1982 and 1983. Freight 
rates in the world non-liner markets 
(tankers and bulk carriers) have 
remained at a low level. Although 
there have been some small rate 
increases in parts of the market, 
the general trend is still downward. 
Since 1982 the bulk carrier market 
has remained more or less at the 
low level to which it dropped in 
1981; this stemmed from a steady 
drop in demand for bulk transport, 
while the bulk carrier fleet con- 
tinued to grow. As a consequence, 
there was a sharp increase in lay-up 
and scrapping of bulk carriers 
during 1983. In the general cargo 
trade, the glut continued and even 
accelerated during recent years. 
Therefore, the continued depres- 
sion in shipping markets resulted 
in increased scrapping of tonnage. 
In turn, fewer new ships were built 
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Table 1.24. Selected developing ESCAP economies. Rate of growth of 


sea-borne trade, 1982-1984 


(Percentages) 


Goods loaded Goods unloaded 
1982 1983 1 9344 1982 1983 19847 
First First First First 
quarter half quarter half 
Bangladesh 11.5 -8.6 Sst -6.1 
Burma 36.2 -24.2 -3.1 -30.6 
Fiji -8.8 -5.8 -17.3 11.3 aoa Ace 
HongKong? -1.0 30.0 191°. C189 ales Opal? 6 out, Gite At 
Indonesia Te 13.3 25.7 123 
Malaysia? © 3.4 12.9 eran” weal 
Pakistan -2.0 -17.0 0.5 28} 14.5 
Philippines -3.6 -10.7 - 0.2 -7.7 
Republic of 
Korea 4.8 6.2 11.4 6.0 2.4 10.3 11.3 11.8 
Singapore Se/ D7, 3251) 23:0 11.9 6.4 14.0 7.6 
Srilanka 14.3 9.4 295 120. 1 Sate 3 ee 
Thailand® 28.1 -18.9 -17.5 -9.6 25.5 2.2 1.0 
Source: United Nations, Quarterly Bulletin of Statistics for Asia and the Pacific, 


June 1984 (forthcoming). 


: Compared with the corresponding period in 1983. 


° Peninsular only. 


in 1983; a reduction of 5.4 per cent 
in terms of newly built gross 
registered tonnage was recorded. 

The persistent depressed situa- 
tion in shipping, however, did not 
affect the sea-borne trade volume 
of the developing ESCAP econ- 
omies unfavourably. Instead, it 
continued to expand during 1983, 
induced by a strong revival of 
exports in some economies of the 
region along with a substantial 
rise in imports. The economies 
contributing significantly to the 
regional increase in outward cargo 
handled in their ports were mainly 
Hong Kong, with an impressive 30 
per cent increase compared to a 
decline of 1 per cent in 1982, 
Indonesia, Malaysia, the Republic 
of Korea, Sri Lanka and to a certain 
extent Singapore. These increases 
largely offset the negative per- 
formance of the Philippines and 
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u Including transshipments. 


Ports of Colombo, Galle and Trincomalee. © Port of Bangkok only. 


Thailand (Table 1.24). Meanwhile, 
in imports, the weight of cargo 
handled in the ports of most of 
the developing countries in the 
ESCAP region picked up sub- 
stantially, especially in Sri Lanka 
and Thailand. 

For 1984, the volume of 
regional sea-borne trade is likely to 
grow further, according to pre- 
liminary estimates. Singapore, for 
example, showed an increase of 
23.1 per cent in outward-bound 
cargo during the first half of 1984 
compared with the same period of 
the previous year. Lower, yet 
significant, increases were reported 
in Hong Kong, the Republic of 
Korea and Sri Lanka over the same 
period. By contrast, Thailand still 
displayed a negative rate of growth 
of 17.5 per cent in its outward 
cargo movements during the first 
quarter of 1984 compared with 


the same period of the previous 
year. 
(b) Shipping fleets 

The size of the world merchan 
fleet shrank in mid-1983 by 2.1. 
million grt or 0.5 per cent com: 
pared with mid-1982, reversing the 
steady growth in previous years. 
However, in parallel with develop- 
ments in the volume of shipping 
the merchant fleet of developing 
countries in the ESCAP regior 
continued to expand by some IC. 
per cent during the same period. 
Their share of the world fleet in 
terms of grt rose to 11 per cent at! 
the end of June 1983 from 9.9) 
per cent at the end of June 1982. 
Among the main merchant fleets 
of the developing countries in the 
ESCAP region, the fastest rates of 
expansion over the period were 
achieved in the Islamic Republic 
of Iran (36.7 per cent), Hong Kong 
(25.3 per cent), Malaysia (23.4 per 
cent) and the Republic of Korea 
(15.5 per cent). However, behind’ 
the growth rates lies a tonnage 
increase of nearly 10 million grt 
over the two-year period, mid-1981 
to mid-1983, with a few fleets 
accounting for much of this 
increase, mainly those of China. 
Hong Kong, the Islamic Republic 
of Iran, Malaysia and the Republic 
of Korea (Figure I.13). : 

The growth in the fleet of 
China was mainly due to the 
development of the China Ocean 
Shipping Company, which now 
owns more than half the totali 
Chinese fleet. During the period 
1981-1985, some additional 4.3% 
million deadweight tons (dwt)! 
were planned to be added to its 
national fleet of ocean-going ships: 
although some are replacements 
rather than net additions. The 
Republic of Korea continued its 
fleet expansion programme laid! 
down in the eighth shipbuilding 
programme, providing for a tonnage: 
growth of over 3 million to about 
9.6 million grt by 1986. Similarly, 


‘the fleets of Hong Kong and 
‘Malaysia both grew by some 25 
per cent during 1983, although at 
a slower pace than during 1982 
when their increase was 36 per 
cent. 

In 1983, the strongest growth 
was mainly in fleets of bulk carriers 
_and container ships, while fleets of 
' tankers and general cargo ships 
did not grow significantly. As a 
consequence, developing countries 
in the ESCAP region accounted, 
_in terms of dwt, for 13.9 per cent 
of the world’s bulk and combined 
carriers fleet in 1983 compared 
with 11.9 per cent in the previous 
period, and for 15.3 per cent of the 
container fleet compared with 13.1 
per cent in 1982. Despite this, the 
_ developing countries in the ESCAP 
_ tegion continued to be major users 
_ of non-regional shipping services. 

| The depression in world 
shipping nonetheless adversely 
affected the returns on shipping 
activities in the developing ESCAP 
region. In addition to the over- 
_ supply in tankers and bulk carriers, 
the prevailing tendency in the 
liner trades of the developing 
| countries in the ESCAP region 
was overcapacity, particularly on 
the trans-Pacific routes. Less cargo 
volumes available, keen competi- 
tion, freight wars, increased 
operating costs and decreased 
_ revenues resulted in losses in most 
shipping companies in both 
developed and developing countries 
in the ESCAP region. For instance, 
losses and difficulties have been 
reported among shipping companies 
in Malaysia, the Philippines, 
Singapore and Thailand, while in 
the inter-island and 


Indonesia 
coastal services have» also been 
affected by overcapacity. 

In India, many major com- 
panies were facing an acute 
financial crisis, and in Pakistan the 
national shipping line needed 

_ financial assistance from _ the 
' Government. The shipping com- 
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panies were hard pressed to reduce 
expenses. Measures were adopted 
to rationalize shipping operations, 
including mergers of shipping com- 
panies, as in the Republic of Korea, 
where a drastic restructuring was 
undertaken under government 
auspices. In Maldives, a programme 
of fleet rationalization has been in 
progress. The national shipping 
line fleet was reduced from 41 to 
27 ships between 1981 and 1983. 
Further plans were made to bring 
about additional cutbacks, to 16 
ships by mid-1984, and to em- 
phasize full capacity utilization and 
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maximum profitability. Financial 
assistance measures were also 
devised, as in India, whereby 
extensions by one year of the 
moratorium on the repayments 
of loans and interest have been 
granted to shipping companies. 

The bleak financial conditions 
facing shipping enterprises in the 
developing countries of the ESCAP 
region influenced many of them to 
dispose of some vessels or to defer 
placing orders for new ships. Some 
also held back on repairs and 
maintenance of vessels unless they 
became absolutely necessary. Some 
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Box 1.12. Port development : 


Coastal shipping plays an im- 
portant role in the international trade 
of the region. Most developing coun- 
tries in the ESCAP region have begun 
to plan and implement a large number 
of port development projects to ac- 
commodate the expansion in the 
volume of international trade and to 
adapt themselves to the technological 
advances in the shipment of bulk and 
specialized cargoes. However, the 
development of ports and related 
infrastructure has lagged behind the 
growth in international trade and the 
technological improvements in the 
maritime sector. 

As in other infrastructure, port 
development in the ESCAP region in 
1983/84 continued to be plagued by 
problems of high interest rates and the 
scarcity of national and international 
resources. Notwithstanding these 
problems and uncertainties associated 
with the growth of world trade, 
significant investments for port devel- 
opment continued to be made across 
the region. These investments were 
for the rehabilitation and upgrading 
of existing facilities, raising opera- 
tional efficiency to enable the handling 
of larger vessels and to meet the in- 
creasing demand for containerization, 
and for other purposes. 

Bangladesh, for example, has 
initiated an extensive programme for 
the construction of new berths, for 
improving existing facilities and for 
the provision of  cargo-handling 
equipment designed to provide the 
port of Chittagong with the capacity 
to meet the expected growth in 
general cargo and container traffic 
through the early 1990s. In China, 
similarly, port facilities at Huangpu, 
Shanghai, Tianjin and other ports 
are being modernized and expanded. 
In India, the second phase of the 
development of Nava Sheva as a satel- 
lite port for Bombay is continuing with 
an expected investment of approx- 
imately $750 million. While work on 
a national port master plan in Malaysia 
is expected to begin soon, massive 
reclamation work for the development 
of Port Kelang has already started. 
Plans for the development of Incheon 
Port in the Republic of Korea are 
currently being formulated. In the 
South Pacific subregion Fiji received 
technical assistance to plan the up- 
grading and expansion of the Port of 
Lautoka. A project that includes the 
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provision of a new packing shed, a 
new wharf and the rehabilitation of an 
existing wharf is being implemented in 
the Cook Islands, and _ significant 
investments are soon to be made in the 
16 port facilities of Papua New Guinea. 

Increasing attention is being 
devoted by Governments in the ESCAP 
region to developing container facilities 
since containerized traffic has rapidly 
increased in recent years. India’s first 
container terminal was commissioned 
in Madras Port in 1983. In Malaysia, 
berth facilities are being constructed at 
Johore Port to handle containers. A 
wide range of port development 
projects is being implemented in the 
Philippines, including the extension of 
the International Container Terminal 
in Manila and the construction of new 
berths at Cebu and Iloilo specifically 
for container operations. Similarly, 
the conversion of existing facilities for 
operation as a container terminal with 
gantry cranes has been completed at 
the Port of Colombo in Sri Lanka. At 
the same time, work has started on 
the development of two container 
berths at the port, the plans for which 
have been recently modified to enable 
the facilities to accept the new genera- 
tion of larger container ships. In 
Indonesia, a “gateway” ports project 
is being implemented within four key 
ports identified in the Indonesian 
archipelago. These will act as the 
main ports for international traffic 
and as transshipment centres for 
Indonesian containerized cargo. Plans 
are also being drawn up to develop a 
containc: terminal at Karachi. In those 
developing economies that have 
already reached maturity with con- 
tainerization, the focus now is mainly 
on the optimization of the facilities. 
An example is Hong Kong, where the 
first of a series of projects aimed at 
optimizing the utilization of existing 
berths at the container port has been 
started. 

In_ several developing ESCAP 
countries, policies for developing 
secondary ports have been receiving 
increased attention. In Burma, for 
example, a project is in progress to 
rehabilitate and improve eight out- 
ports to enable them to serve their 
respective hinterlands more economi- 
cally and efficiently. A similar project 
is being developed in Indonesia, while 
in southern Thailand the ports of 
Songkhla and Phuket are being up- 


a growing necessity 


graded as part of a major port invest- 
ment programme. The development 
of a commercial and industrial port 
at Laem Chabang and Map Ta Phut on 
the eastern seaboard of Thailand is 
also envisaged. At the same time, the 
Government is reviewing the feasibility 
of transferring to the private sector 
some or all of the facilities at these 
ports. 

However, although significant 
progress has been achieved in the 
rehabilitation and upgrading of existing 
facilities and in planning the expansion 
of ports, most of the developing 
ESCAP countries continue to face 
major constraints in these tasks. One 
of these is the acute shortage of ex- 
pertise in planning and designing large- 
scale port and marine-related facilities. 
These shortages are not only for 
planning, engineering and _ other 
technical skills but also for forecasting 
traffic, berth orientation, port layout 
and the integration of transport modes. 
Additionally, the implications of the 
growth of regional trade and the latest 
developments in technology that 
impinge on planning port expansion 
are often not fully taken into account. 

These problems are particularly 
acute in countries whose export trade 
consists of a small number of primary 
products and some semi- 
manufactured goods, while imports 
comprise a wide range of manu- 
factured goods. The ship-handling 
requirements of exports and imports 
are thus quite different and often 
disparately developed. 

The sustained economic growth 
of many countries in the developing 
ESCAP region and the generally 
increasing importance of foreign trade 
in their economies are likely to generate 
a steady and increasing demand for 
new and improved port facilities, 
necessitating massive capital invest- 
ments. It is vital that port develop- 
ment adequately takes account of 
future needs and is precisely tailored 
to national requirements and users’ 
demands. For these purposes, effec- 
tive co-operation and consultation in 
joint planning among users, operators 
and port developers is essential, The 
developing countries need to ensure 
that future developments in this com- 
plex field enable them, through their 
own efforts and participation, to 
exploit the advantages of the new 
technologies in their favour. 


shipping companies, however, 

anticipating an upturn in shipping, 

placed orders for new vessels while 

others took advantage of the rock- 

bottom prices to buy old ones. 

Still others had their ships con- 
verted or sent into dry dock. 


(c) Shipbuilding 


The world shipbuilding market 

continued to be dominated by East 
Asia, at the expense, to an ever 
increasing extent, of the traditional 
builders in Europe and the United 
| States. Of all new ship orders 
placed in principal shipbuilding 
countries in 1983, about 79.2 
per cent (in tonnage) were placed 
in the three principal East Asian 
shipbuilding countries of China, 
_ Japan and the Republic of Korea, 
an increase of around 17 percentage 
points from the orders placed in 
1982. 
. The most remarkable growth in 
_ shipbuilding orders was obtained by 
_ the Republic of Korea’s yards. Its 
share in the world total tonnage 
ordered jumped from 3.7 per cent 
in 1978 to 19 per cent in 1983. 
China’s shipyards jumped from 
_tenth in 1982 to sixth place in 
_ 1983 for orders for dwt tonnage of 
Ships. India’s yards likewise surged 
from seventeenth place in 1982 to 
twelfth place in 1983, while 
Indonesia, Malaysia, Pakistan and 
the Philippines also climbed two 
or three ranks. Significantly, 
Singapore shipyards had _ not 
reported any tonnage on order by 
major ship types in 1983, while 
_ they received an order for a tanker 
in 1982. As of March 1984, most 
_ of the ships on order placed in the 
principal shipbuilders of developing 
countries in the ESCAP region 
were for bulk carriers. 


Table 1.25. Selected developing ESCAP economies. Ships* on order by 


country of build, 1982-1983 

1982 1983 

Number Thousand World Number Thousand World 

dwt rank dwt rank 
China 76 1 468.2 10 lll 1 907.7 6 
India 23 924.2 17 26 1 013.4 12 
Indonesia 7 Ais 40 1 3.5 38 
Malaysia 2 16.0 39 3 24.0 36 
Pakistan 9 51.0 37 8 36.0 34 
Philippines 6 25.9 38 i 30.5 35 
Republic of Korea 144 5 235.6 2 271 11 503.4 2 
Singapore 1 96.5 33 - - ~ 


Sources: Fairplay International Shipping Weekly, ‘‘World ships on order’, 20 
January 1983 and 19 January 1984 (London, Fairplay Publications Ltd.). 


4 Including only vessels of 1,000 dwt or over. 


The predominance of the 
developing countries in ship- 
repairing activities was even greater 
than in shipbuilding in 1983. In 
Singapore, ship-repairing has been 
contributing more revenue than 
shipbuilding. |The Republic of 
Korea, which has been concen- 
trating on shipbuilding, has now 
also established its pre-eminence as 
a repair centre. Its Hyundai Mipo 
Shipyard decided in May 1984 to 
add nearly 2 million dwt to its 
repair capacity in three phases. 
Similarly, Daewoo opened two 
repair docks with a total added 
facility of 550,000 dwt. The 
Hong Kong United Dockyards 
continued to undertake a broad 
and diversifying range of work 
drawn from many market sectors. 
Malaysian Shipyard and _ Engi- 
neering has a full range of repair 
facilities close to Singapore. 

A number of other developing 
countries in the ESCAP region have 
embarked on accelerating domestic 
ship-repair activities and even im- 
proving and expanding domestic 


facilities in order to save foreign 
exchange on the repair of their 


ships (Box I.12). The Govern- 
ment of India, for example, has 


included in its 15-year perspective 
plan for the development of ship- 


repair facilities in the country, a 
new ship-repairing yard at Haldia 


Port. However, ship-repairing in 
the ESCAP region, like shipping 
and shipbuilding, was also in reces- 
sion. Excess capacity and fierce 


competition weakened the financial 


viability of many repair yards, 
reduced operations and forced 


readjustments. The experience of 
Singapore illustrated the risks of 
capacity expansion in the face of 
falling demand. Its yards have 
added nearly a _ million dwt 
dockyard capacity over the last 
three years. With the unexpected 
decline in the traffic of very large 
crude carriers through Singapore, 
which provided its dockyards a 
substantial business of servicing 
super tankers, ship-repair income 
of the marine industry registered 
a significant drop. 
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V. INTERNATIONAL TRADE AND PUBLIC FINANCE 


A. INTERNATIONAL 
TRADE AND 
BALANCE OF 
PAYMENTS 


fter depressed conditions ex- 

tending over two to three years, 
characterized by low commodity 
prices and weak demand for 
manufactures, the export sector of 
most developing countries in the 
ESCAP region revived in 1983. 
The resurgence continued into 
1984, with some weakening in the 
second half. The extent of the 
recovery varied greatly among 
countries, depending largely on 
the composition of exports, the 
extent of the revival in the prices 
of principal export commodities, 
the economic adjustments made 
to keep exports competitive and 
the strength of economic recovery 
in principal export markets. In 
general, countries of the region 
with a large proportion of primary 
commodities in exports did not 
benefit from the effects of the 
recovery in the developed countries 
as much as those where manufac- 
tures predominated. In almost 
every country, exports of manu- 
factures have performed better 
than exports of primary commod- 
ities. 

The most dynamic growth in 
exports during 1983-1984 has been 
in the economies of East and 
South-East Asia, especially China, 
Hong Kong, Malaysia and the 
Republic of Korea. Exports of 
manufactures, especially electronic 
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goods, computer parts, machinery 
and transport equipment, grew 
especially fast. The growth of 
textiles and garment exports 
slowed down due to quota restric- 
tions imposed by developed coun- 
tries under the third Multi-fibre 
Arrangement (MFA). Among the 
economies most severely affected 
by this were China and Hong Kong, 
where textiles account for about a 
third of total exports. Restrictions 
on the import of textiles have 
particularly affected China’s trade 
with the United States, which has 


stagnated in the past two years 
after rapid growth during 1979- 
1981. 

Among the countries in the 


East and South-East Asian sub- 
regions whose export earnings were 


slow in recovery during 1983 
were Indonesia, the Philippines 
and Thailand. Their performance 
in 1983 was affected largely 
by the continued depression in 
their commodity prices, especially 
oil (Indonesia), sugar (the Philip- 
pines) and rice (Thailand). The 
growth of Singapore’s exports was 
affected by lower exports of prod- 
ucts of oil refineries. In 1984, the 
exports of most of the countries of 
the subregions had recovered and 
were rising in response to the in- 
crease in the demand for imports 
in developed countries, especially 
the United States. 

Export earnings of South Asian 
countries generally improved in 
1983-1984, though not as exten- 
sively and sharply as those of the 
economies of the East and South- 


East Asian subregions (Table I.26).. 
In most countries, exports were! 
more closely related to agriculture; 
often supply conditions were as: 
important as external demand. In) 
Pakistan, for example, exports were! 
severely constrained by the failure 
of its principal export crop in 
1983/84, affecting the exports of | 
both raw cotton and textiles. Sri: 
Lanka’s export earnings during) 
1983-1984 increased because of 
improvements in the prices of tea, 
rubber and coconut products. The 
growth of exports in India was | 
affected by more complex factors, 
because of the diversity of its” 
exports, the growth rates of which 
varied widely. 3 

The export earnings of the 
Pacific island countries, with a nar- | 
row export base consisting largely” 
of primary commodities, generally 
recovered in 1983 because of an 
improvement in prices. However, 
Fiji suffered heavily because of a 
decline in both production and 
prices of sugar. 


The value of imports in most 
developing countries in the ESCAP’ 
region continued to fall, partly due 
to a fall in import prices, especially 
of oil, and partly due to domestic 
adjustment measures. These ad- 
justment measures included a 
reduction in public expenditure, — 
exchange rate adjustments, tax and 
tariff reforms, as well as restrictions - 
on credit. Asa result, the balance 
of trade and payments position 
improved in most countries in 
1983. In the first half of 1984, the © 
position of most countries 


Table 1.26. Selected developing ESCAP economies. Imports, exports and trade balance, 1981-1984 


Value (millions of $US) Percentage change 
1981 1982 1983 1984 1981 1982 1983 1984 
| 
‘South Asia 
‘3urma 
Imports 373 408 268 ere 5.7 9.4 -34,3 
Exports : 476 393 378 oie ibaa -17.4 -3.8 were 
Balance 104 -14 110 n.a. n.a. na. n.a. n.a. 
India 
Imports 15 654 14 365 13 014 ise alg -8.2 -9.4 
Exports 8 373 8 660 7771 Fit -0.0 3.4 -10.3 oe 
‘ Balance -7 281 -5 704 -5 244 may n.a. na. n.a. n.a. 
Pakistan 
Imports 5 342 5 396 5 341 1535? -1.0 1.0 -1.0 13,3" 
Exports 2 880 2 403 3 075 678° 11.3 -16.6 28.0 4.1° 
Balance -2 461 -2 993 -2 266 -857 na. na. n.a. n.a. 
Sri Lanka 
Imports 1 849 1771 1 786 393 9.1 -4,2 0.8 ~10.1° 
Exports 1 044 1015 1 062 361° 0.2 -2.8 4.6 36.7" 
Balance -805 -757 -725 -32 n.a. na. na. na. 
_ East and South-East Asia 
b China 2 
Imports 21 566 18 939 21 324 5 528° 10.8 -12.2 12.6 Miles 
Exports 21 560 21 913 22 150 5 580° 18.0 1.6 fei 24.3 
Balance -6 2 974 827 53 na. n.a. na. n.a. 
Hong Kong 
Imports 24 680 23 554 24 009 6 261° 10.1 -4.6 1.9 pha l 
Exports 21 737 20 985 21 951 5 881° 10.2 -3.5 4.6 30.3% 
Balance -2 943 -2570 -2 058 -379 na. na. na. na. 
Indonesia 
Imports 13 272 16 859 16 352 ae 22.5 27.0 -3.0 
Exports 25 164 22 328 21 146 BAe Sn -11.3 -5 3 nike 
Balance 11 892 5 469 4794 na. n.a. n.a. na. na. 
"Malaysia? 
Imports 11 546 12 404 13 234 3 267° eet TED 7.4 6.7 Boe 
Exports 11 765 12 035 14 142 3 738 -9.1 2.3 1785 po) ilk 
Balance 219 -369 908 471 n.a. na. n.a. na. 
Philippines 
Imports 7 946 8 255 8 086 anG -4,2 3.9 -2.0 
Exports Swizz 5 021 4781 Rete -1.1 -12.2 -4.8 Ais 
| Balance -2 224 -3 235 -3 306 n.a. n.a. na. n.a. na. 
‘Republic of Korea 
Imports 26 131 24 251 26 192 7 226° 1752 -7.2 8.0 19.54 
Exports 21254 21853 24445 6 323° 21.4 2.8° 11.9 31.44 
Balance -4 878 -2 398 -1 747 -904 n.a. na. n.a. n.a. 
Singapore 
Imports 27608 28167 28158 7122 17.0 2.0 -0.0 WAS 
Exports 20 967 20 788 21 833 6 058 8.2 -0.9 5.0 18.84 
Balance -6 640 -7 380 -6 326 -1 064 na. na. na. na. 
(Continued overleaf) 
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Table 1.26 (continued) 


Value (millions of $US) 


1981 1982 1983 1984 
Thailand 
Imports 9951 8 548 10 447 
Exports 7 038 6 945 6 368 
Balance -2 913 -1 604 -4 080 
South Pacific 
Fiji 
Imports 632 515 484 110° 
Exports 311 286 240 50° 
Balance -321 -229 -245 -60 
Papua New Guinea 
Imports 1104 1 029 974 
Exports 838 799 734 
Balance -266 -229 -240 
Tonga 
Imports 40 47 
Exports 7 5 
Balance -33 -42 
Vanuatu 
Imports 58 59 64 
Exports 32 23 31 
Balance -26 -36 -33 


Percentage change . 


1981 1982 1983 1 984 


8.0 -14.1 22.2 3 
8.2 -1.3 -8.3 a 
n.a. n.a. n.a. n.a. 
12.5 -18.5 -6.0 3.53 
-17.5 -8.0 -16.1 -10.7 
n.a. na. n.a. na. 
ve9 -6.8 -5.3 ee 
-18.9 -4.6 -8.1 A 
na. na. n.a. na. 
17.6 TieS 
=z -28.6 
na. na. n.a. na. 
-19.4 1.7 8.5 
-8.6 -28.2 34.8 oe 
na. na. na. na. 


Source: United Nations, Monthly Bulletin of Statistics, vol. XXXVIII, No. 9, September 1984. 


Note: n.a. — not applicable. 


January-March. 


Percentage change over January-March 1983. 


b Data from Malaysia, Bank Negara, Quarterly Economic 


Bulletin, September 1984, converted into United States dollars by using average exchange rate for the period as given in IMF, Inter- 
national Financial Statistics, vol. XXXVII, No. 8, August 1984. 


strengthened further. However, 
there were some signs in the second 
half of 1984 that export demand 
was slackening and commodity 
prices were weakening. This is 
likely to have increased the 
pressures on the balance of pay- 
ments of most countries in the 
region. 


1. Export earnings in the Asian 
and Pacific region 


(a) South Asia 


The dollar value of Burma’s 
exports, which almost wholly con- 
sisted of primary products, with 
rice accounting for more than a 
half, fell by 17.4 per cent in 1982. 
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Imports rose through 1982 to 
widen the balance-of-trade deficit. 
In 1983, however, imports fell 
by 34.3 per cent to convert 
the trade deficit into a substantial 
surplus. The fall in imports was 
partly the result of efforts to cut 
back expenditure in the face of 
growing foreign exchange scarcity.’ 


1 Data in Table 1.26 do not ade- 
quately reflect trade movements. In fis- 
cal 1983/84, exports increased by 16 per 
cent in dollar terms and imports declined 
by 14.5 per cent. Values of imports for 
all years given in Table I.26 appear to be 
considerably underestimated: values of 
exports in 1981 and 1982 are close to 
those given in national publications. See 
Burma, Ministry of Planning and Finance, 
Report to the Pyithu Hluttaw on the 


The analysis of changes in 
export earnings in Jndia in recent 
years raises some difficult prob- 
lems. With a wide diversity of 
commodities, there has been a 
complex interaction of the forces 
of external demand and domestic 
supply to determine earnings. 
Prices of export commodities have 
moved unevenly, reflecting external 
demand conditions. Supply has 
been affected by the weather, 
production bottle-necks and 
domestic demand, all of which have 


Financial, Economic and Social Condi- 
tions of the Socialist Republic of the 
Union of Burma for 1984/85 (1984), 
p. 178, Table 115. 


tended to limit export volume. 
Total export earnings, after 
stagnating in 1981, increased by 3.4 
per cent (in dollar terms) in 1982 
and declined by 10.3 per cent in 
1983.2 Out of a list of 18 major 
product groups, accounting for over 
70 per cent of total exports in 
1983/84, export earnings of nine 
‘rose and of nine declined over the 
previous year. Growth in export 
earnings from commodities other 
than tea, jewelry and precious 
stones, and crude oil remained 
moderate. The value of some 
major items of exports, such as 
jute manufactures, chemicals and 
allied products and _ engineering 
goods, fell considerably during the 
period 1982/83 to 1983/84. Thus, 
_ it would seem the recovery in the 
_ developed world did not exercise 
/any great influence on India’s 
exports in 1983. Export earnings 
in the fiscal year 1984/85 were 
projected to increase by 18 per 
_ cent in rupee terms. Assuming a 
10 per cent depreciation in the 
value of the rupee during the 
_ period, this indicates an 8 per 
cent growth in dollar terms.° 
The reduction in the value of 
_ imports in India has been quite 
_ sharp. The dollar value of imports 
fell by 9.4 per cent in 1983 on top 
of a fall of 8.2 per cent in 1982. 
_ The fall in imports, largely of oil, 
was the result of a_ substantial 
increase in domestic crude oil 
production. The value of net oil 
imports for the fiscal year 1984/85 
was estimated at less than 60 per 
cent of that in 1980/81. Non-oil 
imports increased in value by 69 
| per cent between 1980/81 and 
/1984/85 in rupee terms. Even after 


2 Data on a fiscal year basis do not 
show such fluctuations. 


3 This is based on the observed 
depreciation of the rupee by 9.5 per cent 
by June 1984 over the average of 1983. 


adjustment for the depreciation of 
the rupee, there was still substantial 
growth in non-oil imports, which 
benefited the economy’ by 
supplying critically necessary 
intermediate and capital goods. 
India’s balance of trade has 
improved considerably since 1982. 
By 1983, the trade deficit was 
reduced to $5.2 billion and was 
expected to decline further in 
1984. 

In Pakistan, nine major items 
account for 60 per cent of all 
export earnings. In 1982, their 
export earnings declined, although 
on four of them there were high 
earnings. In 1983, earnings from 
the export of most commodities 
were higher, but earnings from 
the export of cotton yarn and 
thread, carpets and rugs, fish and 
fish preparations failed to recover. 
Export earnings have suffered 
recently mainly on account 
of cotton. As a result of the loss 
of the 1983/84 cotton crop, 
exports of raw cotton virtually 
ceased by the fourth quarter of 
1983. The quantity of cotton 
exports for the whole of 1983 
remained higher than in 1981 and 
1982, although it fell drastically 
in the fourth quarter of the year. 
With prices also running higher, 
earnings from cotton exports re- 
covered during 1983 from their 
level in 1982. In addition to the 
nine major items of exports, there 
were miscellaneous items that 
account for close to 40 per cent of 
the total; earnings from these also 
showed substantial gains. Total 
export earnings for 1983 showed a 
2&8 per cent improvement over 
1982. Although data for the first 
quarter of 1984 showed a 4.1 per 
cent rise in export values, with 
continued difficulties in cotton and 
an expected fall in earnings from 
several other items, total export 
earnings in 1984 may be lower than 
in 1983; the trade deficit is likely 
to widen in 1984 as imports also 
have been rising faster than in 


1983.4 

The 4.6 per cent improvement 
in Sri Lanka’s export earnings in 
1983 came from the higher prices 
of tea and rubber, which together 
with coconut products accounted 
for more than 50 per cent of all 
exports. Earnings from minor 
agricultural exports, which ac- 
counted for another 6-7 per cent of 
total exports, decreased after rising 
substantially in 1981 and 1982. 
Industrial exports, accounting for 
35 per cent of the total, rose largely 
due to an increase in textiles and 
garments exports, offsetting a fall 
in those of petroleum products and 
other manufactures. Export 
earnings during the first quarter of 
1984 rose by 36.7 per cent over 
the first quarter of 1983, while 
imports continued to fall. Export 
prices, especially of tea and rubber, 
remained high in 1983 and 1984. 
The volume of tea exports also 
exceeded the target for the first 
half of 1984. Earnings from all 
three major products — tea, rubber 
and coconut — remained buoyant 
during the first half of the year. 
Exports of all categories of man- 
ufactures rose substantially during 
the first half of the year, especially 
of food, beverages and tobacco, and 
textiles and garments. Total export 
earnings in 1984 were expected to 
tise by more than 30 per cent in 
dollar terms, while imports were 
expected to fall at least by 2-3 per 


‘cent. The deficit in the trade 


balance, which came down to $725 
million in 1983 from $805 million 


4 Changes in total exports and 
imports are based on data in Table I.26. 
Data from national sources on fiscal year 
basis (from mid-year to mid-year) broad- 
ly confirm the trends described, although 
the magnitude of the fluctuation is less 
pronounced. The data in Table I.26 
appear to put lower values on imports 
than national and IMF data and hence 
lower the value of the deficit. The rates 
of growth of imports are, however, 
similar according to data from all three 
sources. 
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in 1981, was expected to be limited 
to $400 million to $500 million in 
1984.5 


(b) East and South-East Asia 


After a burst of growth in 
export earnings in China in 1980 
and 1981, of 33 and 18 per cent 
respectively, growth decelerated 
to 1.6 and 1.1 per cent in the two 
subsequent years. In 1984, earn- 
ings are again expected to grow at 
20 per cent or more. In 1983, the 
volume of exports of most 
categories of products increased, 
some of them substantially. The 
value of crude petroleum and 
coal exports, however, decreased as 
a result of a drop in international 
prices. This was reflected in a drop 
of the share of primary products in 
total exports to 43 from 45 per 
cent in 1982. 

Economies in Asia, including 
Japan, are China’s major trading 
partners, followed by economies 
in North America and Europe. 
The United States is China’s third 
largest export market following 
Hong Kong-Macao and Japan. Im- 
ports to the United States from 
China dropped by 1 per cent in 
1983, reversing a trend of very 
tapid growth since 1979. Exports 
of textile products from China, 
which accounted for 34 per cent 
of total exports in 1983, faced 
stricter quota restrictions. The 
value of exports to Japan also 
declined due to lower prices of oil 
and coal, the two major items of 


These figures on exports, imports 
and the trade balance differ from those 
given by the Central Bank of Ceylon. 
Both sets of data, however, support the 
direction of movements in trade and the 
trade balance described in the text. The 
level and movement in imports shown in 
the Bank data are different from the da- 
tain Table 1.26. For instance, the Bank 
data showed a fall in imports in 1983 
for the first time since 1977 whereas 
data in Table 1.26 recorded a fall in 1981 
and 1982 and a small rise in 1983. See 
Sri Lanka, Central Bank of Ceylon, 
Annual Report, 1983 (1984), p. 65. 
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exports to Japan. 

China’s imports in 1983 rose 
by 12.6 per cent recovering to 
their 1981 level, although those of 
primary products decreased in 
1983, with their share falling to 
27.2 per cent of the total from 
39.6 per cent in 1982. The main 
reason for the latter was a good 
harvest in 1983, as a result of 
which imports of cereals, sugar 
and cotton dropped by substantial 
margins; imports of minerals and 
fuels also decreased. Imports of 
industrial raw materials, such as 
natural rubber, logs and pulp, 
increased significantly. Imports 
of heavy industrial products and 
minerals, such as iron and steel, 
iron ore, aluminium and aluminium 
alloy, copper and copper alloy, zinc 
and zine alloy, and motor vehicles, 
increased in value by more than 
100 per cent. There was a 
significant increase in the import of 
chemical products such as fertilizer. 
Imports of light industrial products 
and textiles dropped by more than 
40 per cent. The excellent cotton 
crop in 1983 stimulated domestic 
textile production. After a record 
trade surplus of $3 billion in 1982, 
it declined to less than $1 billion in 
1983,° though a higher surplus for 
1984 has been forecast. 

Indonesia’s export earnings in 
1983 continued to be unfavourably 
affected by lower earnings from oil 
and natural gas, which account for 
80 per cent of the total. The dollar 
value of total exports fell by 5.3 
per cent in 1983 after an 11.3 per 
cent decline in 1982. However, 
while the percentage decline in 
oil and gas exports was the same 
in each year (11 per cent), non- 
oil exports recovered strongly in 


6 Chinese national sources put the 
value of exports at 43.8 billion RMB and 
of imports at 42.2 billion RMB, with 
growth rates at 5.8 and 17.9 per cent 
over 1982. Real growth rates are put at 
10.5 and 29.7 per cent, excluding fluc- 
tuations in prices and exchange rates. 


1983, increasing by 27.3 per cent 
over 1982, when they had fallen 
more sharply than oil exports. : 
In 1983, imports declined by 3. 
per cent after phenomenal increases 
of 22.5 per cent in 1981 and 27) 
per cent in 1982. Imports con 
tinued to rise fast through the first” 
quarter of 1983, when brakes were! 
applied to prevent the emergence of 
a sizeable deficit. Indonesia’s pre-' 
viously large trade surplus, which — 
stood at $11.9 billion in 1981, was 
reduced to $5.5 billion in 1982 and 
$4.8 billion in 1983. The trade_ 
balance was actually in deficit in 
the first quarter of 1983. With a_ 
large shortfall on the invisibles” 
account, this produced a current - 
account balance-of-payments defi 
cit of $3.2 billion in the. first 
quarter of 1983 alone, compared” 
with $5.3 billion for the whole of 
1982. : 
The Government’s response | 
was to devalue the rupiah by 27.5 
per cent in March 1983 and an-— 
nounce sizeable cut-backs in public 
expenditure later in the year. Im- 
ports fell swiftly after these mea-_ 
sures and were 37.2 per cent lower 
in the first quarter of 1984 
than in the first quarter of 1983. _ 
Total exports increased by 19.7 per 
cent in the first quarter of 1984 
over the same period of 1983, with - 
oil and gas earnings rising by 
13.9 per cent and others by 41.3 
per cent. The values for the first — 
quarter of 1984 measured against © 
those of the previous quarter, © 
however, indicated a fall of 6.5 
per cent in total shipments, 6.2 
per cent in oil/gas exports and 7.5 
per cent in other exports. 
This suggests that the initial 
stimulus to  non-oil exports 
resulting from the devaluation of © 
the rupiah, which also coincided — 
with a partial recovery in com-— 
modity prices in world markets, — 
may have lost momentum and — 
failed to counter the weakening — 
of external demand. With imports 
substantially down, the trade 
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surplus of $2.2 billion for the 
first quarter was much_ higher 
than the comparable proportion 
of the annual values in 1982 and 
1983, 

Hong Kong’s total exports, of 
which entrepot trade accounted 
for about 35 per cent, increased by 
4.6 per cent in 1983,’ In the first 
quarter of 1984, exports increased 
by 30.3 per cent and imports by 
21.1 per cent over the same quarter 
of 1983. Data for the first half of 
1984 indicated a similar high 
growth rate. The recovery in Hong 
Kong’s domestic exports, more than 
95 per cent of which consisted of 
SITC items 6-8 (6 — manufactured 
goods classified chiefly by mater- 
ials, 7 — machinery and transport 
equipment and 8 — miscellaneous 
manufactured articles), and more 
than a third being of textiles, was 
led by a revival of demand in 


7 Statistical data from official Hong 
Kong sources indicated higher rates of 
growth for both, 


developed countries, especially the 
United States, which absorbed 
more than 40 per cent of the 
territory’s domestic exports in 
1983. Hong Kong’s trade with 
China also has grown rapidly, with 
exports quadrupling between 1980 
and 1983 and making China its 
fourth largest trading partner, in 
place of Japan. Among the fastest- 
growing exports in 1983 and 1984 
were electronic goods, especially 
components and parts for com- 
puters, and textiles. Textile 
exports from Hong Kong, however, 
came under increasing restrictions, 
including specific quota limitations 
and an export surveillance system. 
The most recent action was the 
United States’ tightening of coun- 
try-of-origin regulations, prohibi- 
ting finishers of garments from using 
their export quotas to ship goods 
made from parts originating in third 
countries. 

In 1983, imports of raw 
materials and semi-manufactures, 
which accounted for more than 


two fifths of all imports, rose 
fastest, followed by consumer 
and capital goods. The rise in 
the value of fuel imports was 
negligible due to continuing 
lower oil import prices and an 
increasing substitution of energy 
sources away from oil. The rate of 
growth in imports in the first half 
of 1984 remained high, especially 
for raw. materials. The trade 
deficit in 1983 was estimated at 
$2 billion, which was $600 million 
lower than in 1982. 

Malaysia’s export earnings were 
favourably affected by the recovery 
in developed countries, especially 
the United States, which along 
with Singapore, Japan and EEC 
are its main trading partners. 
Malaysia’s exports rose by 17.5 per 
cent in 1983 and by 22.1 per cent 
in the first quarter of 1984 over 
the same quarter in 1983, Measured 
against the fourth quarter of 1983, 
export earnings in the first quarter 
of 1984 were lower by 6 per cent, 
which signified some weakening in 
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Box I.13. Inadequate recovery in prices of primary 


Primary commodities form a large 
proportion of the exports of most 
developing countries in the ESCAP 
region. Falling prices of primary com- 
modities in 1981-1982 thus cut deeply 
into their export earnings and caused 
an adverse movement in their barter 
terms of trade, resulting in direct in- 
come losses. Thus, scarcity of foreign 
exchange forced cut-backs in invest- 
ment in many cases, which had adverse 
implications for current and future 
growth. 

Prices of primary commodities 
have been more unstable and have dis- 
played a sharper downward trend in 
real terms since the early 1970s 
compared with earlier periods. To 


quote a recent IMF study: “During 
1981-1982, commodity prices declined 
further (25 per cent) and for a longer 
period (8 quarters) than they have in 
the last three decades. In 1981, real 
commodity prices reached a post-war 
low, and in 1982, they declined a 
further 11 per cent, to a level 16 per 
cent below the trough reached in the 
1975 recession .... The sharp decline 
in commodity prices during 1981-1982 
is... a culmination of a trend toward 
more unstable prices that began in the 
early 1970s. The long-term downward 
trend in real commodity prices from 
1972 to 1982 has been more than 
twice the trend from 1957-1971. In 
addition, primary commodity prices 


during 1972-1982 were more than ~ 


three times as unstable as they were 
during 1957-1971." Significantly 
more pronounced fluctuations in world 
economic activity, inflation, exchange 
rates and interest rates during the 
1972-1982 period were considered to 
have been responsible for these move- 
ments in commodity price. 

The prices of commodities 
exported by the developing countries 


& Ke-Young Chu and Thomas K. | 


Morrison, “The 1981-1982 recession 


and non-oil commodity prices”, IMF 
Staff Papers, vol. 31, No. 1, March © 


1984, pp. 126-127. 


Developing ESCAP economies. Percentage change in dollar price per unit of major primary export commodities 
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1983 

1981 1982 1983 
I/TV 82 w/t 
-17.1 -15.1 22.3 -2.0 12.2 
-23.2 8.4 1.8 4.9 -0.1 
“17.1 -13.2 6.8 -12.8 aS 
-16.4 -17.1 38.0 12.2 35.9 
-10.4 -13.6 16.0 8.1 10.2 
-9.6 6.5 -8.5 -3.0 -6.3 
-20.0 -3.7 -6.5 -0.3 -7.3 
-8.0 -14.0 8.6 12.6 10.3 
-2.1 -22.0 12.6 2.1 11.6 
-10.4 -4.5 -1.9 35.3 -1.8 
11.3 -39.2 -5.6 4.4 a 
-22.0 -23.0 23.8 14.8 14.8 
27.3 -26.9 -10.9 0.6 -0.2 
-9.6 -7.8 33.7 -3.3 16.3 
-15.6 -6.4 -0.9 3.4 4.3 
-11.2 1 Mer a3 0.8 12.4 


1984 

mm iIv/ar r/tv 83 H/T 
22.4 64.2 9.2 11.3 
1.4 9.9 2.3 3.1 
4.0 -11.9 1.6 15 
43.0 -1.4 12.9 6.4 
8.4 -0.9 “1.1 -0.8 
0.1 2.7 4.2 -1.0 
-2.2 10.5 6.1 10.0 
~6.4 0.3 7.4 13 
30.8 12.4 28.0 -0.8 
-8.7 4.5 3.7 4.4 
0.2 1.6 -9.8 0.3 
2.6 -0.4 2.0 -13.5 
-32.2 4.1 20.3 = -18.5 
10.0 1.8 18.0 11.7 

~3.9 0.1 -0.6 
1.4 18.7 16.0 -0.6 


Sources: IMF, International Financial Statistics, vol. XXXVI, No. 4, April 1984 and vol. XXXVII, No. 10, October 1984. 


2 Unit value. Pricing point is indicated in parenthesis. 
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b Wholesale prices. Pricing point is indicated in parenthesis. 
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*xport commodities 


1 the ESCAP region fell drastically in 
981-1982. Prices of all 16 major 
‘ommodities listed in the accompany- 
‘ag table, almost without exception, 
‘eclined sharply over both years at 
ast. Some prices continued their 
‘ownward slide well into 1983. 
For several commodities, the 
over a two-year period ranged 
etween 30 and 40 per cent. For 
stance, the prices of coconut oil and 
opra, which are major exports in the 
Yhilippines, Sri Lanka and a number 
of Pacific island countries, dropped by 
..7 and 15 per cent, and 16 and 17 per 
ent in 1981 and 1982 respectively. 
The prices of rubber and tin, which are 
‘najor exports of Indonesia, Malaysia 
nd Thailand, declined by 22 and 23 
yer cent and 16 and 6 per cent in 1981 
ind 1982 respectively. Other prices 
hat fell steeply were those of copper, 
Affecting the exports of the Philip- 
vines, cotton (India and Pakistan), 
‘wood and wood products (Burma, 
‘Indonesia, Malaysia, Papua New 
| Thailand and a number of 
island countries), palm oil 
i ndonesia, Malaysia and Papua New 
Guinea), jute (Bangladesh, India and 
Nepal) and tea (Bangladesh, China, 
India and Sri Lanka). Sugar prices 
: ollapsed in parts of the world market 
in 1981, although the Philippine 
prices stayed relatively high. They 
‘slumped by 30 per cent in 1982 on the 
‘Philippine base and continued to 
plunge throughout 1983 in most 
markets, affecting major exporters of 
the region such as Fiji, the Philippines 
and Thailand. 

The patterns of recovery in com- 
‘modity prices, as revealed by the quar- 
terly movement of prices over the six 
‘quarters up to the second quarter of 
1984, are not uniform either in timing 
or magnitude. Some prices con- 
‘tinued to fall through the first and 
second quarters of 1983 and yet others, 
which recovered early in the year, 
weakened during the later part. These 
commodities included coffee, copper, 
iron ore, logs, plywood, sugar and tin. 
During the first two quarters of 1984, 
With the exceptions of coconut oil, 
copra, logs and tea, prices have shown 
only a hesitant tendency to rise; some 
' have even declined. 

j There was evidence of a further 
weakening of commodity prices in 


the second half of 1984. The IMF 
index of 35 commodity prices for 
August 1984 was 8.3 per cent below 
the recent peak in March 1984 and was 
4.6 per cent below the level of August 
1983. Moreover, no large price 
increases were recorded in any of the 
35 commodities in the index in August 
1984. Commodities showing the 
largest declines were sugar (10.8 per 
cent), copra (9.6 per cent), lead (5.3 
per cent) and medium-staple cotton 
(4.4 per cent). 

Trade in some commodities, 
such as rubber, tin, coffee and 
sugar, are governed by international 
agreements involving buffer-stock 
operations to stabilize prices. These 
agreements succeeded to some extent 
in moderating the fall in prices during 
the recent recession. Under the agree- 
ments, however, restricted export 
quotas were assigned to individual 
countries, which forced them to bear 
the costs of carrying large stocks or 
to cut back production resulting in 
losses of income. 

The tendency for commodity 
prices to fall below their troughs in 
the recession and below their peaks in 
the recovery in successive cycles of 
business activity is the result of many 
forces. Underlying all of these is 
probably a tendency for the secular 
demand for primary commodities in 
industrial use to decline while supplies 
keep on increasing. Changes in the 
pattern of demand over long periods, 
in response to changes in technology 
and the structure of industry, have 
been witnessed several times during the 
last 200 years. However, the tendency 
for the demand for virtually all indus- 
trial raw materials to decline over the 
long term is a fairly recent phenome- 
non.> The most recent advances in 
technology, which are material saving 
including those of miniaturization, 
may have contributed to this process. 
It is a subject very worthy of detailed 
investigation. 


b See Alfred Maizels, Industrial 
Growth and World Trade (London, 
The National Institute of Economic 
and Social Research, 1963). 


external demand. However, for the 
year as a whole growth of 13.9 per 
cent has been projected. 

Malaysia’s exports were 
dominated by crude materials 
(SITC categories 2—crude materials, 
inedible, except fuel, 3 — mineral 
fuels, lubricants and_ related 
materials and 4 — animal and 
vegetable fats): rubber, mineral 
fuel, and vegetable oils and fats 
(especially palm oil); together 
they accounted for 70 per cent 
of the total. These exports gener- 
ally revived with the recovery 
in commodity prices since 1983. 
Manufactured goods exports, 
largely consisting of electrical and 
electronic machinery and _  ap- 
pliances (more than 50 per cent of 
manufactured exports), grew fastest 
in 1982 and 1983, averaging more 
than 20 per cent. 

Imports continued to grow at 
close to 7 per cent in 1983, but 
slowed down to 2.2 per cent in the 
first quarter of 1984 over the first 
quarter of 1983. They also 
declined when compared with the 
fourth quarter of 1983, mainly 
because of restrictive fiscal 
measures adopted by the Govern- 
ment. The balance of trade turned 
from a deficit in 1982 into a 
surplus of above $900 million in 
1983, which was expected to be 
larger in 1984. 

Imports of machinery and 
transport equipment (about 40 
per cent of total) rose by some 16 
per cent in 1983. Among other 
major imports, the value of food 
and beverages fell, and that of 
fuel and manufactured goods 
remained unchanged. In 1984, 
growth in imports of machinery 
and transport equipment was 
expected to remain unchanged. 
With other imports rising some- 
what, the year was expected to end 
with a growth of 4.4 per cent in 
total imports compared with 6.7 
per cent in 1983. 

The foreign trade sector of the 
Philippines economy has _ been 
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under severe stress in recent years. 
Exports have been declining con- 
tinuously since 1981, while imports 
have also declined, but not as fast, 
resulting in heavier pressure on the 
balance of payments. The current 
account deficits amounted to $10 
billion over the period 1980-1983, 
sharply increasing the external 
indebtedness of the Philippines. 

In 1983, the continuing fall in 
exports, which had reached 12 per 
cent in 1982, was arrested and 
exports fell by 4.8 per cent, while 
the decline in imports was limited 
to 2 per cent. The recovery in 
exports was largely related to the 
economic recovery in industrial 
countries, whose markets absorbed 
about 70 per cent of the Philip- 
pines’ exports, with the United 
States alone accounting for 
30 per cent. The prices of some 
commodity exports such as coco- 
nut and mineral products rose 
substantially, while those of others, 
especially sugar, remained de- 
pressed (Box 1.13). Sugar exports 
fell by 27 per cent in 1982 and 
again by 29 per cent in 1983, 
reducing the share of its value in 
the total from 10.6 per cent in 
1981 to 6.3 per cent in 1983. In 
spite of a 51 per cent devaluation 
of the Philippine peso during the 
year, the value of traditional export 
commodities, accounting for more 
than half of total exports, declined 
by almost 8 per cent, as the quan- 
tum index of total exports fell by 
5.1 per cent. 

However, exports of manufac- 
tures, with electronic equipment 
and parts accounting for 44 per 
cent of such exports, increased by 
3.9 per cent. Electronic equipment 
and parts grew by 5.3 per cent. 
Official projections for 1984, how- 
ever, indicated that exports would 
grow at 8.5 per cent over 1983. 

The Government, in addition 
to devaluing and allowing the peso 
to further depreciate, adopted a 
large number of fiscal, monetary, 
trade and tariff measures to 
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improve the foreign trade balance. 
As a result, imports decreased by 
2.3 per cent in value and 4.0 per 
cent in volume, with values of 
$8.2 billion in 1982 and $8.0 
billion in 1983. Payments for 
capital goods, raw materials and 
intermediate goods, and consumer 
goods fell by 4.9, 0.8 and 12.9 
per cent respectively. The value of 
imports of mineral fuel and 
lubricants, however, was higher due 
to the higher volume of oil imports. 
Total imports for the first five 
months of 1984 stood at $2.4 
billion, which indicated an annual 
amount of $5.8 billion. The 
Government’s projection for 1984 
was $6.0 billion, which together 
with a projected value of exports 
of $5.4 billion, was expected to 
limit the trade deficit to $0.6 
billion, a substantial improvement 
over 1983. 

Growth in exports in the 
Republic of Korea resumed its 
usually fast pace in 1983 after 
slumping to about 3 per cent in 
1982 from 21 per cent in 1981. 
Exports grew by 11.9 per cent in 
1983 and by 31.4 per cent in the 
first quarter of 1984 over the first 
quarter of 1983. A comparison of 
the figures for the first half of 1984 
over the corresponding period of 
1983 suggested a lower growth rate 
of about 14 per cent, indicating 
that, in common with some other 
countries, the very rapid growth of 
exports expected earlier may not 
have been sustained for 1984 as a 
whole. This change was indicative 
of the uncertain pace of economic 
activity in the industrialized coun- 
tries, including the United States. 

The United States, which 
absorbed 33.7 per cent of the 
Republic of Korea’s exports, con- 
tributed more than three fourths of 
the expansion in exports in 1983. 
Exports to Japan, which account 
for 14 per cent of the total, and to 
Europe, accounting for 27 per cent, 
however, rose very marginally, 
while exports to Saudi Arabia, 


accounting for 10 per cent, in- 
creased by almost 28 per cent. As 
in Hong Kong, exports from the 
Republic of Korea were con- 
centrated on SITC items 6-8 (as 
enumerated on page 97), which 
accounted for about 90 per 
cent of the total. Growth was 
most marked in machinery and 
transport equipment, the export 
value of which increased by 128 
per cent in 1983 over 1980 and 
30.3 per cent over 1982. Exports 
of SITC 6 items, which include: 
textiles, recorded a slow growth of 
4.6 per cent, and their share in total 
exports declined to 28 per cent in 
1983 from 35 per cent in 1980. 

Imports, after falling by 7 
per cent in 1982, rose by 8 per cent 
in 1983 and by 19.5 per cent in the 
first quarter of 1984. Among 
imports the fastest-growing cate- 
gory was capital goods, which 
grew by 25 per cent in 1983, while 
imports of raw materials and of 
fuels and minerals grew by 7.4 
and 8.4 per cent respectively. 
Total imports are estimated to have! 
grown by 11 per cent during the 
first half of 1984. The deficit in 
the trade balance declined from 
$4.9 billion in 1981 to $1.7 billion 
in 1983. Due to a rise in imports: 
following domestic economic 
recovery, the trade deficit may 
increase somewhat in 1984. The 
first quarter deficit was close to 
$1 billion. 

In Singapore, the growth in 
exports in 1983 was more subdued 
than in other export-oriented 
economies of the region. Total 
exports grew by 5 per cent, due 
largely to the growth of entrepot. 
trade, which accounts for 37 per 


cent of the total and grew by 11 
per cent. Domestic exports in 


1983 stagnated after a decline in 
1982. Exports of mineral fuels in 
the form of refined petroleum, 
which accounted for 35 per cent of 
total exports and 52 per cent of 
domestic exports, fell in 1983. 
Manufactured goods exports under 


SITC 6-8 formed another 46 per 
sent of total exports and 41 per 
sent of domestic exports. As in 
che case of other countries, 
‘machinery and transport equip- 
‘nent, including electronic products 
and computer parts, recorded the 
nighest rates of growth: 27 per 
cent. Their share in total exports 
increased from 28 per cent in 1980 
to 32 per cent in 1983. There 
was a strong revival of demand, 
especially in the United States mar- 
Ket. Among other manufactured 
goods exports, textiles and other 
items in SITC 6 (manufactured 
goods classified chiefly by material) 
declined, and miscellaneous manu- 
factures increased by 9 per cent. 
During the first half of 1984, total 
exports grew by more than 13 
jper cent, with growth rates of 
19 per cent in the first quarter 
and 7.5 per cent in the second 
quarter over the corresponding 
quarters of 1983. Domestic ex- 
ports increased by 19.9 and 8.4 
per cent during the first two 
quarters of 1984. 

Imports, having risen by 2 per 
cent in United States dollar terms 
in 1982, remained unchanged in 
1983. They rose by 3.4 per cent 
in the first quarter of 1984, but 
fell in the second quarter. The 
fall in imports was attributed to 
lower oil prices and a slow-down 
in capital investment. Major 
imports that dropped in value 
were crude petroleum, machinery 
parts and steel plates. Although 
exports did not move sufficiently 
fast in 1983, the stagnation in 
import levels helped Singapore’s 
balance-of-trade deficit in 1983 to 
decline for the first time since 
1977, to $6.3 billion from $7.4 
billion in 1982. 

Thailand’s trade deficit 
widened from $1.6 billion in 
1982 to $4 billion in 1983. The 
sharp deterioration in the balance 
of trade was a result of an 8.3 per 
cent fall in exports and a rise of 22 
per cent in imports over 1982 levels. 


In 1983, exports fell in both 
volume and prices. Out of the 
seven major primary product 
exports,® exports of six declined 
in volume. The decline ranged 
from 0.1 per cent in fresh prawns 
to 33.5 per cent in tapioca 
products. The volume of exports 
of the seventh, natural rubber, 
increased by 1.9 per cent. Prices 
for these products, other than rice, 
tin and sugar, were higher in 1983 
than in 1982. Generally, the rise in 
prices was more than offset by the 
fall in volume. Export earnings 
from rice, tin and sugar, which are 
among Thailand’s major exports, 
declined by 10.5, 32.3 and 51 per 
cent respectively. The exports of 
the seven primary products plus 
textiles accounted for 59 per cent 
of total exports in 1982-1983 and 
fell by 13 per cent on the average, 
although the exports of textiles 
grew by 2.4 per cent in 1983. The 
value of the remaining 40 per cent 
of exports, consisting of a large 
number of agricultural, mineral 
and manufactured products, fell 
by 1 per cent. Quota restrictions 
on Thailand’s exports such as 
tapioca and tin in export markets, 
adversely affected export per- 
formance. Due to lower prices 
and the substitution of domestic 
energy sources for oil, imports 
of fuel and lubricants decreased 
by 6.1 per cent and crude 
petroleum by 11.3 per cent in 
1983. Other imports, however, 
rose by 31 per cent (consumer 
goods 31.1 per cent, raw materials 
and intermediate products 22.5 per 
cent, capital goods 44.9 per cent), 
causing total imports to rise in 
value by more than 20 per cent.? 

- During the first quarter of 
1984, Thailand’s total exports 


8 The seven products are rice, 
tubber, maize, tapioca, fresh prawns, 
tin and sugar. 


9 This account is based on Bank 
of Thailand, Annual Economic Report 
1983, pp. 122-135. 


increased by 13 per cent over the 
first quarter of 1983, with a 9.4 per 
cent increase in the value of the 
eight major exports and a 17.5 
per cent increase in others. Imports 
increased by 11.1 per cent over 
the same period, less rapidly than 
in 1983. This still left a higher 
trade gap in the first quarter of 
1984 than in the same quarter of 
1983. The trade gap for the 
first half of 1984 was also higher 
than in the first half of 1983. 
The Government sought to curb 
the growth of imports through 
monetary and credit restraints 
and later by raising import duties. 
Data for the first quarter of 1984 
indicated continued weakness in 
the prices of export products such 
as rice, tapioca and tin; the prices 
of rubber and fresh prawns also fell, 
in contrast to a rise in 1983. The 
volume of exports of tapioca, tin, 
prawns and sugar also declined dur- 
ing the first quarter of 1984. As 
1984 drew to a close, estimates 
of trade deficits for the year ran 
close to B 70 billion ($3 billion), 
lower than the previous year’s but 
still very high. With continued 
weakness in the export market, the 
Government decided to devalue the 
baht in November 1984 by 14.8 per 
cent,!° as a further measure to in- 
crease exports and discourage 
imports. 


(c) South Pacific 


In 1983, Fiji’s exports fell by 
16 per cent and a further fall of 
10.7 per cent in exports was 
indicated during the first quarter of 
1984. The drop in exports was 
mainly due to a serious decline in 
both the quantity and price of 
sugar exports, which accounted 
for 70 per cent of Fiji’s exports. 
Sugar exports declined from 
411,000 tons in 1982 to 343,000 
tons in 1983, while prices dropped 


10 Measured as the price of baht in 
United States dollars. 
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by 35 per cent. Imports fell by 6 
per cent in 1983 and by 3.5 per 
cent during the first quarter of 
1984. Major categories of imports 
such as raw materials, machinery 
and transport equipment, and 
animal and vegetable oils and 
fats rose, while imports of mineral 
fuels and lubricants fell. The trade 
deficit rose from $229 million in 
1982 to $245 million in 1983. 
Papua New Guinea’s exports 
declined in 1981 and 1982 at 
18.9 and 4.6 per cent respectively. 
In 1983, the volume of exports of 
most major items were higher, as 
were export prices, which rose by 
an average of 18 per cent during 
the first three quarters of 1983 
over the corresponding period of 
1982. The value of exports increas- 
ed significantly in 1983.1’ During 
the first half of 1984 strong export 
growth continued, the dollar value 
of exports showing a 23 per cent 
rise over the first half and 8 per 
cent over the last half of 1983. 
Other Pacific island countries, 
including Samoa and Solomon 
Islands. with their relatively narrow 
export base similar to those of Fiji 
and Papua New Guinea, broadly 
shared the latter’s export exper- 
ience. Solomon Islands, for im- 
Stance, with four commodities 
(timber, fish, copra and palm oil) 
accounting for about 90 per cent 
of total exports, experienced a 
6 per cent decline in exports in 
1982, which recovered in 1983. 
Both the volume and unit price of 
exports increased in 1983. Together 
with the fall in imports since 1981, 
the improvement in exports wiped 


11 Data in Table L26 do not ade- 
quately reflect export growth in 1983. 
The value of exports was put at kina 
687.4 million by the Bank of Papua New 
Guinea and imports at kim 8149 
million. equivalent to $818 million and 
$970 million respectively. The 1983 
trade deficit thus amounted to $152 
million instead of $240 million shown 
in Table 1.26. See Bank of Papua New 
Guinea, Quarterly Economic Bulletin, 
September 1934. 
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out the trade deficit, running at 
about $10 million in 1981, and 
produced a small surplus in 1983. 


2. Import prices, export prices 
and the terms of trade 

With the dominance of capital 
and intermediate goods including 
fuel energy in their import struc- 
tures, movements of import prices 
have affected the developing coun- 
tries in the ESCAP region in the 
same general direction and relative 
magnitudes. Unit values of imports 
tended to fall with the reduction in 
the price of oil since 1981. Prices 


of exports, however, fell mucl 
faster in 1981 and 1982 and cause; 
the terms of trade to deteriorat) 
sharply (Figure 1.15). In 1983 ar 
1984, the trend of deterioration i 
the terms of trade was reversed in © 
few cases. In some countries, th’ 
terms of trade continued to decliny 
and remained generally depressed ai 
very low levels compared with the 
respective base periods. Ever 
where the terms of trade movee 
favourably in 1983 and 1984, the 
gains were insufficient to recoup 
the losses in 1981 and 1982. : 

The terms of trade for Bangla 


a 


= 


Figure 1.15. Selected developing ESCAP economies. Index of terms o 
trade, 1981-1984 
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desh recovered by 11 per cent in 
1983 after a fall of 28 per cent in 
‘1981 and 20 per cent in 1982: in 
‘Malaysia, a 4 per cent recovery in 
1983 was preceded by 18 and 10 
jper cent declines in 1981 and 1982; 
‘in Papua New Guinea and Thailand, 
8 and 9 per cent improvements in 
1983 followed 27 and 10, and 13 
‘and 9 per cent declines respectively 
‘in 1981 and 1982; and in Sri 
Lanka the terms of trade index 
‘moved up 16 per cent in 1983 after 
declines of 21 and 17 per cent in 
1981 and 1982. In Burma and 
Pakistan, the terms of trade contin- 
‘ued to deteriorate in 1983.1? In 
economies where the proportion 
‘of manufactured goods exports was 
high, such as in Hong Kong and the 
‘Republic of Korea, the terms of 
trade remained relatively stable. 
‘Data for the early months of 1984 
indicated continuing weakness in 
the terms of trade of developing 
countries in the ESCAP region. 


__ 3. The net balance on invisibles 


f 
; 
: 


Invisibles, on which only the 
net values of payments and receipts 
and few item-wise details are avail- 
able for the developing countries in 
the ESCAP region, play a signifi- 
cant role in determining the sign 
and the size of the balance on 
current account. The substantial 
trade deficits incurred by the 
_ developing countries in the region 
are, in most cases, accompanied by 
net payments made on invisibles. 
The outflows are mainly related to 
transport and shipping as well as 
investment-income payments, in- 
cluding interest (Table I.27). 
With the significant exception 
_ of the Republic of Korea, countries 
of the region have been making 
large net payments on account of 
transport and shipping services. 
The rate of growth in payments for 
these services slowed down in 


ia In Indonesia, the export price 
index continued to fall in 1983. 


Table 1.27. Selected developing ESCAP economies. Net balance on 
invisibles, * 1981-1983 


(Millions of US dollars) 
Services and incomes (net) 
Total Transporta- Travel Invest- Other 
tion and ment 
shipment income 

Bangladesh 

1981 -309 -269 ae -56 16 

1982 -349 -284 et -125 60 

1983 -291 -265 ae -82 56 
Burma 

1981 -67 -42 Pes -69 44 

1982 -75 -55 oe -65 45 
Fiji 

1981 74 -26 143 -42 -1 

1982, 719 -12 153 -59 3 

1983 42 -12 48 -18 25 
India 

1981 9 -1 607 1 276 471 -131 

1982° -397 -1 309 875 -14 52 
Indonesia 

1981 -7 647 -2 201 = 4 164 -1 282 

1982 -7 470 -2 444 - -4 038 -988 

19834 -1618 -596 2 -929 -103 
Malaysia 

1981 -2 305 -1 062 — -796 -446 

1982 -2 662 -1 103 —- -1 143 -416 

1983 -3 502 -1 218 _ -1 559 -725 
Nepal 

1981 72 - ~ — = 

1982 90 ~ - - = 

1983 91 — - — = 
Pakistan 

1981 -540 -327 — -377 165 

1982 -554 -224 -532 202 

1983 -637 -263 - -578 205 
Papua New Guinea 

1981 -420 - - - - 

1982 -374 - - — = 

1983 -384 - ~ - - 
Philippines 

1981 -584 — - -1 042 459 

1982 -1 198 —- - -1 748 549 

1983 469 - = -196 327 
Republic of Korea ‘ 

1981 -1 526 -80 6 -2 951 1499 

1982 -564 400 -132 -3 156 2 324 

1983 -495 499 41 -2 844 1 808 
Singapore 

1981 4 859 -1 374 1792 -481 4 922 

1982 5 630 -1 530 1 884 -428 5 704 

1983 5 025 -1 532 1 980 -334 4912 
Sri Lanka 

1981 -176 -176 117 -88 -27 

1982 -218 -188 129 - -97 -61 
Thailand 

1981 -1192 - 705 -948 -949 

1982 -1 078 - 769 -1 086 -761 

1983° -830 = 566 -784 411 


Sources: IMF, Balance of Payments Statistics, vol. 35, Nos. 1-9, 1984. 


4 The figures in this table may not agree with those in Table 1.28. ? January-June. 
© January-September. January-March. 
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1981-1983 due to greater use by 
some countries of their national 
carriers and low volumes of foreign 
trade during the recession. Such 
payments, nevertheless, have at 
least doubled in most economies 
since 1978 and constituted a 
high proportion of net invisibles 
payments during 1981-1983. For 
example, net payments for shipping 
and transport amounted to 86 per 
cent of the annual average net 
invisibles payments during 1981- 
1983 in Bangladesh. In India and 
Sri Lanka, positive balances 
related to tourism were more than 
offset by net payments for shipping 
and transport. 

Countries with large stocks of 
investments from abroad and 
outstanding foreign debt and little 
of their own income-earning assets 
abroad made large net payments of 
factor incomes. These payments 
also increased significantly during 
1981-1983 compared with the late 
1970s and are growing rather fast, 
in some cases partly due to an 
increase in interest rates. These 
payments have been especially large 
in Indonesia, Malaysia, the Philip- 
pines, the Republic of Korea and 
Thailand. They have gone up quite 
substantially in Pakistan and Sri 
Lanka as well, largely offsetting 
their positive balances on tourism 
and other accounts and constituting 
high proportions of net invisibles 
payments. 

Tourism was a net foreign ex- 
change earner for several countries 
of the region, among which Fiji, 
India, Singapore, Sri Lanka and 
Thailand stood out. The world 
recession adversely affected this 
source of earnings at a time when 
payment deficits on trade and other 
accounts tended to increase. For 
instance, Thailand’s gross receipts 
from tourism increased by 25 per 
cent in 1981, but growth slowed to 
13 per cent in 1982. Similarly, the 
gross receipts of Singapore 
increased by 38 per cent in 1981, 
but by only 12 and 8 per cent in 
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1982 and 1983. 


4. Private transfers 


Private transfers, mostly con- 
sisting of remittances by nationals 
working abroad, have provided very 
substantial support to the balance 
of payments of several countries, 
including Bangladesh, India, Paki- 
stan, the Philippines, the Republic 
of Korea, Sri Lanka and Thailand. 
During the period 1981-1983, 
private transfers financed signifi- 
cant proportions of the trade 
deficits of these countries, providing 
welcome relief at a time when 
their trade and payment balances 
were under pressure due to dete- 
riorating terms of trade and falling 
export earnings. Private transfers 
financed about a third of the 
average trade deficits of Bangladesh 
during 1981-1983. The percentage 
of the trade deficits financed by 
such transfers during this period 
were on the average 46 for India, 
89 for Pakistan, 12 for the Philip- 
pines, 18 for the Republic of 
Korea, 36 for Sri Lanka and 40 for 
Thailand. These earnings continued 
to increase up to 1983, although 
the rate of increase slowed down 
compared with earlier years (Table 
1.28). With the recession in the 
demand for foreign workers in the 
oil-exporting countries of Western 
Asia, the potential of this source of 
earnings is not very promising. 


5. The current account balance 
and capital flows 


In a number of countries in the 
region, particularly the least devel- 
oped, official transfers financed 
substantial proportions of the 
deficit in the balance of payments 
on current account during the 
period 1981-1983.1° The widen- 
ing gap between foreign exchange 
earnings and expenditure of the 
developing countries in the ESCAP 
region has grown since the need for 
external financing since 1980. 


However, the flows of con 
cessional finance, have not been 
well sustained during 1981-1983, 
compared with the late 1970s. Fac: 
tors affecting these flows in the 
longer term are discussed in Chap: 
ter VI, Part Two of this Survey. 

The inflow of concessional 
transfers has not always been very’ 
sensitive to the needs of recipient 
countries, especially the poorer 
developing countries in the ESCAP 
region. The two most important 
alternative sources of financing 
balance-of-payments deficits in the 
developing countries in the ESCAP’ 
region are foreign direct investmenti 
and foreign borrowing. These are. 
however, not easily available to. 
low-income countries. Foreign 
direct investments are significant in 
Hong Kong, Malaysia and Singapore. 
and are also important in Fiji. 
Indonesia, Papua New Guinea, the 
Philippines and Thailand. There 
has been a stable, even an increased, 
flow of foreign direct investments 
during 1981-1983 to economies off 
the region, which have relied on) 
and encouraged such investment as: 
a long-term strategy. 

For most countries in the 
region, long-term loans received 
formed the largest component of 
capital receipts. These loans are 
mostly contracted by official agen- 
cies and/or under official guarantee 
to meet long-term development 
goals and plans. In certain years. 
however, the size of such borrowing: 


13 The balance on current account: 
in the balance of payments is oftem 
presented net of official transfers... 
However, this makes the current ac~ 
count balance look much healthier for 
some countries of the region than it 
would look with their exclusion. Of 
ficial transfers finance a part of the 
shortfall in a country’s foreign exchange’ 
earnings over expenditure, and there-- 
fore the current account balance: 
excluding official transfers, as presented! 
in Table I.28, represents a more realistic: 
picture of a country’s external financial! 
situation and the need for external’! 
finance. 
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e 1.28. Selected developing ESCAP economies. Balance of payments on current account and capital flows, 1981-1984 
| ions of US dollars) 


? 


Services é Current j Long- Short- Errors Change in 
egg and income Ase account ie oe term term and ee reserves 
balance balance capital capital omissions (— = increase) 
Jadesh 
981 -1 644.3 -307.8 401.6 -1 550.5 536.1 497.9 210.8 88.7 -217.0 207.6 
982 -1473.4 -349.1 394.4 -1 428.1 749.2 609.9 -121.1 90.4 -99.7 43.9 
1° -1 348.6 -291.3 658.5 -981.4 835.2 470.1 1.8 40.4 366.2 -321.6 
9344 -360.3 -81.1 158.9 -282.5 258.4 Tha) -12.6 -27.9 47.9 -40.7 
na 
981 -329.9 -68.1 4.7 -393.3 whi) 314.0 3.7 -41.1 -37.4 $1.1 
982 490.2 -74.7 hed -557.8 59.1 328.9 11.3 25.5 -133.0 146.7 
983 -356.6 -74.0 8.2 -422.4 74.9 215.5 32.5 ee -26.1 24.5 
981 -266.5 713.9 -8.8 -201.4 25.9 141.8 -1.1 11.2 -23.6 34.2 
982 -188.8 78.6 -3.0 -113.2 20.5 717.9 8.4 -15.7 -22.2 22.6 
983 -204.1 114.8 -2.0 -91.3 26.7 69.5 -1.7 -9.4 -6.3 9.6 
a 
1981 -5 711 7 2 281 -3 423 725 71719 66 -325 -2178 2514 
1982 -4 820 621 2599 -2 842 318 1116 -659 369 -1 698 2 037 
nesia 
1981 6 806 -7 622 - -816 250 2151 -290 -1 669 -374 353 
1982 1 893 -7 351 - -5 458 134 5 096 526 -2151 -1 853 1 879 
1983 963 -7 405 - -6 442 104 5 323 731 462 178 -172 
aysia 
1981 -105 -2 305 -55 -2 465 21 2 569 42 -618 452 515 
1982 -727 -2 662 -60 -3.449 21 3577 -14 -397 -262 390 
1983 663 -3 502 -31 -2 870 23 3 598 36 -803 -16 42 
val 
1981 -218.2 72.5 38.3 -107.4 88.3 61.4 -0.5 92 51.0 -22.1 
1982 -318.7 90.8 34.0 -193.9 108.6 61.3 2.1 24.4 2.3 4.2 
1983 -372.5 89.7 39.9 -242.9 99.3 61.9 Byles} 30.5 0.3 59.6 
istan 
1981 -2 926 -537 2A9S -1 268 354 SE} 173 -13 -182 190 
1982 -3 403 -552 2 793 -1 162 360 543 47 28 -184 170 
1983 -2: 725 -635 3114 -246 261 451 363 -8 819 -846 
ua New Guinea 
1981 -256.6 419.1 -126.1 -801.8 280.5 392.3 Dee 52.7 -S1.1 14.3 
1982 -252.2 -373.8 -122.6 -748.6 260.7 481.4 -1.7 -27.8 -35.9 103.9 
1983 | -151.1 -381.1 -97.4 -629.6 256.7 458.4 6.4 5.3 97.2 -120.3 
1984 -33.7 -89.8 -24.5 -148.0 67.8 Teh 1.2 26.0 26.0 -22.9 
lippines 
1981 -2 223 -464 325 -2 362 147 1405 630 -400 -580 -177 
1982 -2 646 -1 039 322 -3 363 152 1565 1059 -136 -723 -203 
1983 -2 482 -748 237 -2 993 235 1201 -1699 963 -2 293 2711 
dublic of Korea : 
1981 -3 628 -1519 422 -4725 719 3 637 1090 -410 -329 244 
1982 -2 594 -555 447 -2 702 52 1797 2,159) -1 301 5 -74 
1983 -1 700 -499 566 -1 633 26 1 824 524 -977 -236 171 
1984 -1 034 -333 245 -1122 9 889 235 -484 473 451 
papore 
1981 -6 180 4859 -50 -1 371 -12 1812 471 9 909 -982 
1982 -6 816 5 630 -101 -1 287 -13 1 880 335 263 18 Oy fe) -931 
1983 -5 879 5 027 -89 -941 -14 1379 13317, -700 1059 -784 
Lanka 
1981 -632.0 -183.1 202.9 -612.2 159.1 363.5 18.7 31.5 94 52.6 
1982 -780.4 -214.7 263.8 “73153 161.6 518.5 -18.1 213 -47.9 -51.2 
1983 -664.4 -251.2 274.5 -641.1 ‘170.1 408.7 36.0 19.6 -6.7 24.5 
ailand : 
1981 -2029 -1185 526 -2 688 119 1 885 594 133 43 46 
1982 -731 -1074 693 -1112 108 1 385 58 -521 -81 120 
1983 -2 852 -1135 999 -2 988 124 1 463 699 540 -161 188 


Sources: IMF, International Financial Statistics, vol. XXXVII, No. 11, November 1984 and No. 12, December 1984. 


4 The values of trade balance in this table are different from those in Table 1.26. One reason for the difference is that values of imports in this table are f.o.b. and 


Table 1.26, c.i.f. ° Excluding official transfers. g Including valuation changes. ~ January-March. © January-June. 
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may be affected by unforeseen 
short-term exigencies in the balance 
of payments. This appears to have 
been the case in most developing 
countries in the ESCAP region 
during the period since 1980, when 
the volumes of borrowings in- 
creased considerably with the 
widening of the current account 
deficit. 

Movements in short-term 
capital reflect better the responses 
to developments in the current 
account balance. In most cases, 
such capital transfers are also 
officially arranged to accommodate 
unexpected shortfalls that could 
not be met by long-term loans 
and other capital flows. A part of 
it, however, flows through the 
banking system in response to 
differentials in rates of return on 
monetary capital, especially in coun- 
tries where the banking system is 
free to acquire foreign exchange 
assets/liabilities. Short-term capital 
inflows to developing countries in 
the ESCAP region increased signif- 
icantly during the period 1981- 
1983, which could lead to a quick 
reversal as repayments fall due. 
Some of these reverse movements 
may have been subsumed in errors 
and omissions, which have tended 
to be large in a number of countries. 

Movement in reserves is one 
indicator of the health of a coun- 
try’s balance of payments. An addi- 
tion to reserves may result from a 
current account surplus and capital 
receipts in excess of needs to meet 
a deficit on current account. A fall 
in reserves to finance a deficit on 
current account may indicate the 
inability of a country to obtain 
financing from other sources. The 
seriousness of the situation would 
be indicated by the size of accom- 
modating finance required in rela- 
tion to reserves held. In so far as 
the other components of capital 
flows are also officially engineered, 
as is the case in most developing 
countries in the ESCAP region, the 
significance of the distinction 
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between autonomous and accom- 
modating finance becomes less 
significant. Nevertheless, changes 
in reserves reflect the success or 
failure of efforts to accommodate 
the normally large deficits in the 
current account balance by in- 
curring short- and long-term liabili- 
ties. Balance-of-payments data on 
developing countries in the region 
for the period 1981-1983 indicate 
net losses of reserves in most coun- 
tries. Where there were gains, as in 
the Republic of Korea, Singapore 
and some other countries in one or 
more of the three years, they were 
associated with a sharp rise in 
short-term borrowing, some of 
which went into reserves to replenish 
earlier depletions.!* 


B. TRENDS IN PUBLIC 
FINANCE AND 
PRICES 


1. Public finance 


The general improvement in 
the external environment and 
domestic growth during 1983 
had its favourable effects on the 
state of public finance in devel- 
oping countries in the ESCAP 
region. This was especially welcome 
since in a large majority of the 
economies there had been a decline 
in the rate of growth of government 
revenue in 1982, which necessi- 
tated, along with other economic 


adjustments, a slow-down in the 
growth of public expenditure 
during 1982-1983. With few 


exceptions, development expendi- 
ture appeared to have borne the 
larger share of the cutback in 
government outlay, as was dis 
cussed at some length in the Survey 
for 1983.'5 


14 For the volume of reserves held 


by individual developing countries during 
1980-1983 and their adequacy, see 
Economic and Social Survey of Asia 
and the Pacific 1983, Chapter IV, 
p. 61. 


15 Economic and Social Survey of 
Asia and the Pacific 1983, pp. 70-72. 


The decline in the rate 
growth in government revenue we 
effectively reversed in a larg 
majority of the developing ESCA ri 
economies in 1983 (Table 129° 
This made it possible for mos 
Governments to soften the brake 
on public spending in 1984 an) 
to regain some developmen 
momentum, which had largell 
been lost since 1982 out of fears a 
generating high fiscal deficits and o- 
excessive dependence on expensiw 
external borrowing. With fex 
exceptions, the ratio of the budge 
deficit to government expenditur 
and of foreign loans to the budge 
deficit fell between 1982 and 1984 
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(a) Government revenue 


One of the most 
features of government revenue if 
1983 was the reversal of the doy 
ward trend in its rate of growth 3 ta 
the developing ESCAP region, with 
the notable exceptions of Hong 
Kong, Singapore and Solomon 
Islands. In several countries 
including Fiji, Indonesia, Malaysia 
Pakistan, Papua New Guinea, the 
Philippines, Sri Lanka ane 
Thailand, there was a significan)) 
improvement in receipts from) 
government revenue. Its growth 
rate in these economies went up 
from an average of just under 3) 
per cent in 1982 to over 18 peay 
cent in 1983. 

In Hong Kong and Singaporel 
however, receipts from govern= 
ment revenue fell by 2.4 and 2.8 
per cent respectively in 1983. Im 
Hong Kong, this setback was due te 
a substantial reduction of SHK 2.8 
billion, or 55 per cent, in receipts: 
from land transactions in @ 
depressed property market; the 
reduction more than offset a sharp 
increase of over $HK 2 billion, or 
over 37 per cent, in indirect taxes 
In Singapore, the fall in revenue 
was attributable to lower receipts: 
from direct taxes, as a result of 
lower rates and larger tax con-— 
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PP sions on the one hand, and lower 
| corporate profits (in 1982) on the 
‘other. Direct tax receipts fell by 
about $S 229 million (or 6.3 per 
-cent) compared with a reduction 
} of $8 257 million (or 2.8 per cent) 
_ in aggregate revenue. 

Among the region’s least 
‘developed countries, Bangladesh 
and Nepal experienced a consider- 

able slow-down in the rate of 
growth of revenue to about 6 per 
cent in 1983, compared with 9 
and 10.7 per cént respectively in 
1982. The Government of 
Bangladesh implemented several tax 
and non-tax measures, including a 
higher development surcharge on 
imports, higher import and excise 
duties on a wide range of consumer 
goods and a more progressive land 
tax. The increase in revenue from 
these measures, however, was partly 


offset by a fall in revenue from 
import duties, the most important 
component of tax revenue in 
Bangladesh. In Nepal, indirect 
taxes, of which import duties form 
two thirds, are the most important 
tax source. The recession caused 
by drought, the fall in import 
demand and restrictions on luxury 
imports were among the principal 
factors affecting the slow-down in 
the growth of government revenue 
in 1983. There were efforts to 
improve the administration of 
direct taxation in both Bangladesh 
and Nepal. Among the measures 
taken were the accelerated collec- 
tion of arrears of tax and tighter 
control over possible tax evasion. 
There were, for example, a wider 
enrolment of business proprietors, 
more extensive valuation of proper- 
ties, and the imposition of 


presumptive or deemed taxable 
income schemes on traders and 
professionals without — proper 
accounts. Mainly as a result of 
these improvements, revenue from 
direct taxes increased by an average 
annual rate of 17 and 54 per 
cent respectively in Bangladesh 
and Nepal between 1981 and 1984. 

In Indonesia and Malaysia, 
where revenue from direct taxes 
increased by 16 and 20 per cent 
respectively in 1983, the improve- 
ments were due largely to higher 
income from commodity and oil 
exports. The decline in the dollar 
value of Indonesia’s oil revenue was 
offset by the effects of the devalua- 
tion of the rupiah. 

A large part of the increase in 
government revenue in most of the 
developing ESCAP economies 
during 1983 and, to a less degree, 


Table 1.29. Selected developing ESCAP economies. Percentage change in government revenue and expenditure? 


1982-1984 
Total revenue Total expenditure Development expenditure 

1982 1983 1984 1982 1983 1984 1982 1983 1984 
Bangladesh” 9.0 6.1 11.9 19.4 11.6 16.3 14.6 9.6 15.3 
China® 3.6 12.5 6.6 5.8 12.0 5.9 a6 23.9 15.4 
Fiji 0.2 1241 4.1 10.6 2.0 10.2 -8.4 -41.4 77.5 
‘Hong Kong 1.4 2.4 19.5 29.0 2.9 11.1 34.0 27.0 0.7 
India 156 14.0 26.5 2.9 17.9 1.7 
Indonesia 1.7 16.2 11.9 3.1 27.5 12.3 6.0 34.5 5.6 
Malaysia’ 5.6 11.5 11.9 3.9 0.2 5.3 20.1 -18.2 8.4 
Nepal 10.7 6.0 19.8 31.0 30.2 4.9 36.5 337 1.6 
Pakistan 10.4 17.1 22.2 16.5 22.5 12.1 11.4 2.0 9.4 
Papua New Guinea® 0.3 8.2 6.4 1.4 6.3 9.6 -8.6 3.6 22 
Philippines! 6.3 18.3 29.3 9.4 fs 28.2 bes -19.7 15.2 
Republic of Korea? 16.2 14.7 10.2 13.3 8.4 1.6 23.9 6.3 7.0 
Singapore® ed -2.8 12.4 19.2 20.9 12.9 19.0 55.8 15.7 
Solomon Islands@ -4.0 28.4 8.4 12.8 ey 0.6 4.8 
Sri Lanka” 10.3 41.5 22.3 20.0 18.2 1.8 37.0 3.4 0.9 
Thailand 26) 23.8! 14.3) 17.9! 6.0! 16.34 10.4 61 15.8) 


0 Be i ee eee eee eee 
Sources: National sources. 


: Figures for 1984 are budget estimates or revised budget estimates. 
programme. " Development expenditure consists of spending on state capital construg 
includes capital works and maintenance works. 


lending. ° Development expenditure 
Total expenditure includes net lending; development spending excludes public debt amortiza- 


transfer,to the Development Fund. 


b Total expenditure inclades spending on food-for-work 
tin only. 
Cash operations basis. 8 Excluding budget 


Total expenditure includes net 


tions. ' Budget data include net transactions of non-budgetary accounts. J Revised budget data for fiscal 1984 as compared to 


actual fiscal 1983 budget. 
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in 1984 was secured by increasing 
resort to indirect taxes and, to a 
much less extent, non-tax revenues. 
The most common measures to 
raise indirect taxes included upward 
adjustments of import and excise 
duties, the removal of several 
import and excise duty concessions 
and the introduction of import 
and excise duties on additional 
commodities. 

In both Fiji and Hong Kong, 
the Governments levied heavier 
taxes on the import, domestic 
production and consumption of 
petroleum and tobacco products, 


Box I[.14. 


Direct subsidies have been used as 
a means of redistributing income and 
to stabilize the prices of essential 
consumer goods as well as to provide 
incentives to the use of selected input 
by producers in most developing 
countries in the ESCAP region. Of 
late, the role and importance of such 
transfers have changed considerably 
due to re-evaluations of the appro- 
priateness of these policies or because 
of constraints on revenue. A number 
of countries in the region have had to 
resort to the reduction of subsidies on 
both final consumption and _in- 
termediate goods. 

Changes in the subsidy on 
petroleum products in Indonesia 
illustrate the point well. The subsidies 
reached a peak of 1.3 trillion rupiah, 
almost.11 per cent of total revenue and 
19 per cent of current expenditure 
in 1981. By 1983, the petroleum 
subsidy had been brought down to 
700 billion rupiah, through three 
successive annual increases in prices of 
petroleum products by an average of 
230 per cent. 

Subsidies on fertilizer also were 
brought down similarly. The subsidies 
had doubled to 371 billion rupiah 
between 1979 and 1981. By raising 
fertilizer prices by almost 30 per cent 
in November 1982, the amount of the 
subsidy was stabilized at approxi- 
mately 430 billion rupiah. At the 
same time, the floor price for rice was 
also raised to maintain production 
incentives. This latter measure, which 


was supported by lower prices of 


imported foodgrain, effectively 
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Declining 


alcoholic beverages and motor 
vehicles. In Hong Kong, for 
example, the duty on liquor was 
doubled and on tobacco products 
quadrupled in 1983. In Fiji, 
indirect tax revenue went up by 
$F 17 million, or 20 per cent, 
during the same year, consequent 
upon the adoption of similar 
measures. In Malaysia, the sales 
tax rate was doubled to 10 per 
cent. Other measures included 
higher import and excise duties on 
passenger cars, liquor and ciga- 
rettes, plus higher service charges 
and road taxes. In Pakistan, a 5 per 


cent tax levied on most import’ 
including those normally exemp 
from customs duties, was expecte) 
to provide almost one half cl 
revenue from indirect taxes durin 
1982/83. Higher excise dutie| 
were imposed on_ several locz 
products and domestic crude oi 
In Sri Lanka, the increase in revenu 
from indirect taxes in 1983 cam 
principally from the busines 
turnover tax (BTT), the basic rat’ 
of which was doubled to 4 per centi| 
while those applicable to manu 
factures and imports were raise! 
by between 2.5 and 10 percentagy 


subsidies for consumption and production © 


eliminated the food subsidy in the 
1982 budget. Two years earlier the 
food subsidy had amounted to 282 
billion rupiah. 

The reduction in food and 
petroleum subsidies, and the conse- 
quent rise in their prices, inevitably 
had some adverse impact on consumer 
welfare. This' has been largely coun- 
teracted through simultaneously higher 
expenditure to compensate for the 
losses suffered by target groups. 
Despite severe constraints on resources, 
which have necessitated resched- 
uling the construction of several 
large-scale industrial projects, the 
Indonesian Government has main- 
tained and, in several cases, increased 
expenditure on social sectors directly 
benefiting the poor. These sectors 
include education and, in the 1984 
budget, housing and water supply. 

Another significant example was 
in Sri Lanka, where since 1977 there 
have been major policy and institu- 
tional changes, including a significant 
decline in subsidies on food prices. 
This was carried out through a num- 
ber of measures, which included a 
reduction in the number of people 
eligible for subsidized food rations, 
the issuance of fixed-value food 
stamps to those eligible and increases 
in administered prices. The adminis- 
tered prices of rice and wheat 
food-stamps rose by about 286 and 
223 per cent respectively between 
end-1978 and mid-1981. Conse- 
quently, the value of food subsidies 
and stamps fell in 1981 to SLRs 1.6 
billion from SLRs 2.8 billion in 1979 


and remained stabilized at that level. 
during 1982-1984. The cost to the. 
exchequer of the food subsidies was. 
brought down from a quarter in 1979” 
to less than a tenth of total expendi-- 
ture in the budgets for the years 
1982-1984. Z 
In addition, the subsidy on 
kerosene and transfers to the Ceylon 
Transport Board and the Milk Board 
also were reduced considerably. These 
subsidies and transfers, at SLRs 0.9- 
billion, were equivalent to about 5.4 
per cent of total expenditure in 1978, 
and were reduced to an average of 
SLRs 0.6 billion or 1.4 per cent of 
total expenditure during 1983-1984. 
Further, payments in the form of 
income supplements were discontinued > 
after 1980. The subsidy on fertilizer, 
which reached SLRs 1 billion in 1981, 
went down to an average of SLRs 
750 million during 1982-1984 as a 
result of price increases, even though 
the volume of fertilizer sales rose. 7 
In Pakistan, subsidies in the 
agricultural sector have been pro 
gressively reduced since 1981 in an 
effort to bring costs and prices closer 
to those prevailing in international 
markets. This has been done by | 
raising procurement prices for most — 
agricultural crops over 1981-1983 in | 
line with international prices. During 
1981-1983, these increases ranged from 
37 to 52 per cent for various qualities — 
of rice, 28 per cent for wheat and 15 
to 18 per cent for varieties of seed 
cotton. The procurement prices of 
tice and seed cotton were again raised 
in 1984 at rates ranging from 1 to 4 


points; moreover, exemptions from 
BIT granted to importers were 
withdrawn. There was also a new 
import duty of 5 per cent on 
previously exempt imports of rice, 
flour, fertilizer and crude oil. 
Lastly, receipts from export taxes 
increased by nearly 30 per cent, 
following a sharp rise in the export 
prices of tea and other commodities. 

Non-tax revenue is a relatively 
minor source of government 
Tevenue in most developing ESCAP 
economies (except Hong Kong, 
Singapore and Solomon Islands). 
There were, nevertheless, significant 


7 per cent, depending on the variety. 


} grains 


subsidies on food- 
and production 


Consumer 
and sugar, 


_ subsidies on fertilizer were sharply 


.| reduced. 


The subsidy on fertilizer 


absorbed about two fifths of total 


fein 1981, 
5.4 billion. 


government expenditure on subsidies 
which amounted to PRs 
The prices of fertilizer 


were increased by 25 per cent on 


_ average during 1981-1983. 


The 


_ Government plans to eliminate the 


fertilizer 


subsidy by mid-1985. 


_ Largely as a result of these changes in 


consumer 


and producer subsidies, 


| expenditure on subsidies stabilized 
_ around PRs 6.5 billion, or 10 and 8 
| per cent of total revenue and current 


spending respectively during 1983/84. 
Among other countries in the 


_ Tegion that cut down subsidies was 


1983. 


Bangladesh where _ subsidies on 
fertilizer, foodgrains and minor 
irrigation equipment were reduced in 
Key administered prices of 


_ the output of public enterprises were 


allowed to increase by 10 per cent 


_to compensate for the higher costs of 


_ energy and imported inputs. 

: In Malaysia, the lower world 
Prices of oil in 1983 were not passed 
on to the consumer, resulting in a 


_ teduction in subsidies on diesel and 


an annual basis. 
equivalent to 4 per cent of the 1983 


kerosene fuel by $M 400 million on 
This amount was 


budget deficit. Domestic prices of 
petroleum products were raised in 
January 1984; this helped reduce 
the oil subsidy by an estimated $M 400 
million, or 5 per cent of the budget 


| deficit in 1984. 


increases in receipts from non-tax 
revenue resulting from higher 
fees, charges and payments for 
concessions as well as larger receipts 
and transfers from public sector 
properties and enterprises. The 
increases were especially evident 
in Nepal, Pakistan, the Republic 
of Korea and Sri Lanka. Apart 
from the common objective of 
raising revenue, higher levies and 
charges in several countries were 
also intended to reflect more 
closely the real cost of providing 
public services — _ especially 
transport, communications and 
electricity — and of public sector 
production, procurement and dis- 
tribution of essential commodities. 
This also was intended to reduce 
government expenditure by 
curtailing direct or indirect 
subsidies (Box I.14). Nevertheless, 
higher charges on essential public 
services and facilities and, 
more important, higher indirect 
taxation, especially on consumer 
staples, would have increased the 
degree of inequity of the fiscal 
system,}° 

The majority of the region’s 
economies were expected to sustain 
a high rate of growth of revenue in 
1984. In Bangladesh, Hong Kong, 
Nepal, Pakistan, the Philippines, 
Singapore and Solomon Islands, 
government revenue was expected 
to rise by an average of 20.5 
per cent in 1984, compared with 
an average of about 6 per cent in 
1983. Government revenue in 
Hong Kong and Singapore was 
forecast to grow by 19.5 and 12.4 
per cent respectively. This growth 
was expected from a considerable 
increase in both direct and indirect 
taxes, and in receipts from land 
transactions as a result of stronger 
domestic economic activity and the 


“ Issues relating to the design of 
a fiscal policy for equity were discussed 
at length in the Economic and Social 
Survey of Asia and the Pacific 1982 
(United Nations publication, Sales No. 
E.83.ILF.1), pp. 154-165. 


recovery in the property market. 
Several countries, including Fiji, 
Indonesia, Malaysia, Papua New 
Guinea, the Republic of Korea, Sri 
Lanka and _ Thailand, were 
expecting a slow-down in the rate 
of revenue growth to an average of 
about 12 per cent in 1984, from 
18 per cent in 1983. Among the 
major factors responsible for this 
slow-down were the lower external 
demand for and export earnings 
from commodities and oil products 
(Fiji, Indonesia and Malaysia), the 
delayed impact of a weather- 
related fall in production (Fiji) 
and a reduction in and the rational- 
ization of corporate taxes (Papua 
New Guinea and the Republic 
of Korea). In some countries, a 
slow-down in domestic economic 
activity, due to tighter fiscal and 
monetary policies and lower im- 
ports (Papua New Guinea, the 
Republic of Korea and Thailand), 
also affected the growth of govern- 
ment revenue. 


(b) Expenditure patterns 
(i) Overview 


In contrast to public revenue, 
the patterns of government 
spending in economies in the 
developing ESCAP region differed 
widely in 1983-1984. Since 
economic and financial circum- 
stances had been expected to 
remain difficult in 1983, public 
expenditure was restrained to 


-contain the fiscal deficit in the 


large majority of the economies, 
including Bangladesh, Fiji, Hong 
Kong, India, Malaysia, the 
Philippines, the Republic of Korea 
and Thailand. The rate of expendi- 
ture growth in these economies 
slowed down considerably to an 
average of 3 per cent in 1983, 
compared with about 16 per cent 
in 1982. However, Governments 
in Indonesia, Nepal, Pakistan, 
Singapore and Sri Lanka budgeted 
for high rates of growth of public 
expenditure, averaging almost 24 
per cent in 1983, largely to sustain 
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expenditure, 1982-1984 
(Percentages) 


Singa- 


Philip- Republic 


pines of Korea _ pore 
or generate further domestic 


momentum for economic growth. 

In 1984, in contrast, improved 
domestic economic performance 
and expected larger revenue per- 
mitted a higher, although relatively 
modest, rate of growth of govern- 
ment expenditure of about 10-13 
per cent in most of the region’s 
economies. The major exceptions 
are Indonesia, Nepal, Pakistan, the 
Republic of Korea, Singapore and 
Sri Lanka. Public expenditure in 
these economies declined con- 
siderably in 1984. 

The relatively cautious policies 
regarding the growth of public 
expenditure in 1983 and modest 
growth in 1984, combined with 
higher revenue, resulted in a fall 
in the overall fiscal deficit as a 
proportion of total expenditure in 
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Solomon 
Islands Lanka land 
most countries of the region 


between 1982 and 1984, with the 
notable exceptions of Bangladesh, 
Indonesia, Nepal and Singapore 
(Figure 1.16). The proportionately 
lower deficit, among other factors, 
also reduced the degree of reliance 
on commercial borrowing for 
financing in many of the economies 
over the same period. The reliance 
on external commercial financing 
fell substantially in the Republic of 
Korea during 1983-1984 while it 
rose in Papua New Guinea, the 
Philippines and Sri Lanka in 1983, 
and in Nepal during 1983-1984. 

Both current and development 
expenditure were subjected to 
restraint in 1983. Current expendi- 
ture continued to grow in 1983 
but its rate of growth, averaging 
about 12 per cent, was held down 


OO  _ 
Figure I.16. Selected developing ESCAP economies. Ratio of development/capital expenditure to total government 


Pakis- Paid New 
tan Guinea 


through a variety of measures. | 
Typical measures included a freeze. 
on or modest provisions to raise 


public sector wages and salaries, | 


and a stop to filling vacant posts. 


Several countries also reduced 
substantially the amount of sub- 
sidies for consumption and produc- 
tion (Box I.14). 

Inevitably, however, savings on 
expenditure during 


development 
economies, 
Fiji, Hong Kong, 
Pakistan, the Philippines, 
Republic of Korea, 
Islands, Sri Lanka and Thailand. 


spending in many 


1983 were 
made largely at the expense of 


{ 


including Bangladesh, — 
Malaysia, _ 
the 
Solomon 


As a result, the value of capital © 
outlays dropped considerably in 
real terms in these economies, | 
except in Bangladesh, the Republic 


of Korea and Thailand. 


The © 


proportion of development ex- | 
penditure in total expenditure also ~ 


fell further in 1983. In particular, 
there was a fall in the absolute 
amount of development outlay in 
Fiji, Hong Kong, Malaysia, the 
Philippines and Solomon Islands. 
Within the broad pattern of 
decelerating public expenditure, the 
brunt of which was borne by 
development expenditure, there 
was considerable variation among 


Fe a a 


_ countries. 


1 


} 
/ 


- capital 


(ii) Restraints on expenditure 


In Fiji, capital expenditure 
fell in 1983 consequent upon the 
completion of large-scale hydro- 
electric and water supply works. 
In Hong Kong, total public expendi- 
ture fell in absolute terms in 1983; 
expenditure fell from 


' $HK 14 billion in 1982 to $HK 10 


billion in 1983 and was expected 
to be marginally higher in 1984 
than in 1983. In Malaysia, the 
reduction in government outlay in 
real terms affected most categories 
of current expenditure. One 
exception was debt service pay- 
ments, which rose from $M 2 
billion, or 12 per cent of current 


_ expenditure in 1982, to an average 


of $M 5.1 billion or 24.5 per cent 
over 1984-1985. In the Philippines, 
the rate of growth of current 
expenditure was reduced from 17.4 
per cent in 1982 to 9.2 per cent in 
1983. Most related categories 
fell in absolute terms, except those 


on personnel and interest on the 


public debt. Capital expenditure 
in 1983 fell by 3.8 billion pesos 
or almost 20 per cent. The largest 
cut-back was in contributions to 
government corporations, so as to 


‘minimize their reliance on govern- 


ment subsidies and contribution to 
capital. | However, development 
expenditure on small-scale irriga- 
tion projects, health centres, rural 
roads and school buildings in- 
creased by 800 million pesos. 

The Government of Bangladesh 
implemented a variety of policies, 
including a downward revision of 
outlay in the annual development 


| programme in 1983 in response 


to the restraint on resources. 
However, larger receipts from 
government revenue and disburse- 
ments of project aid enabled the 
Government to raise development 
expenditure in 1984. In India, in 
1983/84 there was a sharp fall of 
about 32 per cent in net lending 
over the previous year and a modest 


rise budgeted for development 
expenditure. In early 1984, the 
Government imposed an across- 
the-board cut by 5 per cent and 
3 per cent in total approved plan 
and non-plan expenditure respec- 
tively. Payments on account of 
interest and transfers to states were 
spared. Recruitment to the public 
service was temporarily stopped, 
and further allocations to finance 
losses of public enterprises were 
not to be made in fiscal year 
1983/84. These measures were 
implemented in response to the 
built-up of domestic inflation 
pressures (see below), among other 
factors. 

One of the principal objectives 
behind the considerable slow-down 
in public expenditure in the Re- 
public of Korea and Thailand was 
to reduce the fiscal deficit in line 
with policies for stabilization and 
adjustment. The rate of govern- 
ment expenditure growth declined 
from 13.3 per cent in 1982 to an 
average of 5 per cent during 1983- 
1984 in the Republic of Korea. 
The curtailment of capital outlay 
on economic infrastructure further 
reduced the share of capital ex- 
penditure (including net lendings) 
in total expenditure to an average 
of 28 per cent in 1983-1984, 
compared with 36 per cent in 1981. 
Current spending on education, 
low-cost housing and _ housing 
improvements, and public services 
had risen broadly in line with the 
expansion in GDP. The resulting 
shift in the composition of expendi- 
ture reflected the order of priority 
given to social development under 
the 1982-1986 plan. In Thailand, 
although current expenditure was 
to grow by about B 12 billion (or 
about 10 per cent) in 1983, most 
categories fell in real terms except 
for interest payments, education 
and defence. 

In contrast, some countries in 
the region were able to maintain 
a high or rising rate of growth of 
expenditure in 1983. These were 


Indonesia, Nepal, Pakistan, 
Singapore and Sri Lanka. However, 
in these countries the rate of 
growth of government expenditure 
slowed down considerably in 1984. 
Most of the increase in government 
expenditure in Indonesia, Nepal 
and Singapore in 1983 was on 
capital account, which grew by 
about 34 per cent in Indonesia and 
Nepal and by 56 per cent in 
Singapore. The corresponding 
growth rate of current outlay was 
about 20 per cent in Indonesia 
and Nepal. In Singapore, current 
expenditure fell by 3.5 per cent in 
1983. Nevertheless, in Indonesia 
there was a postponement of four 
large-scale projects and a revision 
of another 45 public sector proj- 
ects, bringing about a reduction 
of $10 billion in the expenditure of 
foreign exchange;, about one third 
of the planned reduction was to 
be effected in 1983/84. Both in 
Nepal and Singapore the expansion 
in public expenditure in 1983 was 
on development outlay. In Nepal, 
the sectoral allocation was on 
projects in agriculture, transport 
and social services, including health 
and education. In Singapore, there 
were sharp increases in expenditure 
on essential economic and social 
infrastructure, particularly public 
housing and utilities. Resource 
constraints in 1984 necessitated a 


moderation of the growth in public 


expenditure to 5 per cent in Nepal 


-and 13 per cent in Singapore. 


Development expenditure slowed 
down significantly in Singapore. 
In Nepal, development outlays in 
1984 remained at almost the same 
level as in 1983. The increase of 
13 per cent in current expenditure 
was to some extent brought about 
by the necessity for recurrent 
expenditure on completed capital 
projects, which required an 
estimated 2,000 additional posi- 
tions in the public service. 

There was also some resem- 
blance in the patterns of growth 
of public expenditure in Pakistan 
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and Sri Lanka. In both, the pro- 
portionately larger growth in 1983 
was in current outlay, which rose 
by 33 per cent in Pakistan and by 
30.4 per cent in Sri Lanka. The 
rise in current expenditure in 
Pakistan was on interest on external 
and internal public debt and 
higher expenditure on _ social 
services, including health and 
education. Current expenditure 
on social services increased by 
almost two fifths and absorbed 
over 12 per cent of total current 
expenditure in 1983. There were 
also significant increases in expendi- 
ture on defence and on subsidies. 
Much of the growth in subsidies, 
however, represented payments to 
petroleum refineries, which were 
more than offset by increased 
surcharges on petroleum products. 
In Sri Lanka, the increase in current 
expenditure was related to ethnic 
disturbances and on account of 
advances to public enterprises in 
textile, fertilizer, and road and rail 
transport industries. Interest pay- 
ments absorbed 26 per cent of 
current expenditure and rose by 
almost 30 per cent in 1983. There 
was only a marginal rise in capital 
expenditure consequent upon a 
decision not to start new projects 
and a slow-down in project im- 
plementation following the civil 
disturbances. The major objectives 
in 1984 were to reduce the rate of 
growth of government expenditure 
and to increase domestic sources of 
finance for such expenditure. 
Current outlays were to rise by 
13 per cent, or by SLRs 3.3 billion, 
of which almost SLRs 1.1 billion 
was earmarked for the payment of 
interest and SLRs 0.9 billion for 
increases in wages and salaries. 


2. Prices 


Consumer prices continued to 
rise, though at a slower pace, in 
the large majority of the developing 
ESCAP economies in 1983. The 
average rate of inflation in these 
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economies fell to less than 8 per 
cent compared with almost 11 
per cent in 1982.'7 Nevertheless, 
in several economies, including 
Afghanistan, Cook Islands, Malaysia, 
the Republic of Korea, Singapore, 
Solomon Islands and Vanuatu, 
there was a substantial reduction 
in the rates of inflation. The 
average increase in consumer prices 
in these economies decelerated 
from 10.5 per cent in 1982 to 5.2 
per cent in 1983 (Figure I.17). 
Some countries, especially China, 
Malaysia, the Republic of Korea, 
Singapore, Thailand and Vanuatu, 
enjoyed a remarkable degree of 
price stability. The rate of price 
increase in these economies 
averaged 4.6 per cent in 1982; it fell 
to an average of 2.6 per cent in 
1983. The economies in the region 
in which rates of inflation were 
high included Afghanistan, India, 
Indonesia, the Islamic Republic of 
Iran, Niue, Samoa and Sri Lanka. 
Consumer prices in these economies 
rose by an average of 14.2 per cent 
in 1983 (compared with 14.4 per 
cent in 1982), despite a decline in 
the rate of inflation in Afghanistan, 
Niue and Samoa between 1982 and 
1983. In particular, the rate of 
inflation in Afghanistan fell by 
more than one half, from 27 per 
cent to just under 13 per cent 
during 1982-1983. Subsidies on 
major consumer and energy prod- 
ucts and the increased spread of 
a distribution network contributed 
strongly to the drop in inflation in 
that country. 

The continuing decline in rates 
of inflation and the remarkably 
high degree of price stability across 
most of the developing ESCAP 
region are due to a variety of 
favourable external and domestic 
developments. The rates of infla- 
tion and interest in the major 
industrial countries fell further in 
1983, along with a decline in oil 


a Economic and Social Survey 
of Asia and the Pacific 1983, pp. 73-76. 


prices. These developments con 
tributed to a stabilization in the 
prices of both imported produce) 
and consumer goods, and to lower 
manufacturing costs in several eco. 
nomies, particularly Malaysia, the) 
Republic of Korea and Singapore 
Singapore’s very low rate of inflation, 
was partly due to the appreciation 
of its currency against the United 
States dollar by about 1.3 per cent, 
in 1983. In contrast, in Hong Kong 
the favourable impact of lower 
import prices and external rate of 
interest was more than offset by a 
sharp drop of almost 23 per cent ini 
the exchange value of the Hong: 
Kong dollar relative to the United. 
States dollar between January and: 
September 1983. The adoption of 
the linked exchange rate system in: 
Hong Kong in September 1983 
resulted in a modest appreciation of | 
its currency by 2.8 per cent against 
the United States doller between! 
September 1983 and March 1984, 
which contributed to price: 
stability. 
In China, Malaysia, the Re 
public of Korea and Thailand, a) 
major source of price stability in 
1983 was an impressive increase im) 
agricultural output. This favour~| 
able trend continued to provide 
stability in these countries in’ 
1984 as well. In the Republic’ 
of Korea and Thailand, the average: 
rate of inflation in 1984 was) 
expected to fall further to 2.2 per 
cent from 3.7 per cent in 1983. 
China, in particular, has been able: | 
to restore and maintain one of the: 
lowest rates of inflation, averaging! 
2.1 per cent over 1982-1984.18 | 
The marginal increases in consumer 
prices over 1983-1984 were attrib-. 


Government concerns about the! 
emergence of domestic imbalance and 
inflation in the late 1970s resulted in a 
series of readjustment and stabilization’ 
measures, which succeeded in restoring; 
domestic balance and price stability in | 
China since 1981. See Economic and) | 
Social Survey of Asia and the Pacific 
1982, p. 183. ) 


utable to higher procurement 
prices for sideline agricultural 
products. 


As indicated earlier, rates of 
inflation continued to be high in 


some countries in the region. 
Inflationary pressures in India 
re-emerged early in 1983 and 


became strong during April and 


' May. This rise in prices was due to 


the impact of the 1982 drought, 
speculative markets as a result of 
the late arrival of the 1983 mon- 
soon, and a rapid increase in the 
prices of non-cereal food products 
and articles. In addition, 
the economy was relatively liquid; 
domestic liquidity expanded by 
about 15 per cent in 1982/83, 
while the gross domestic product in 
real terms increased by about 1.8 
per cent. 

Apart from adjustments to the 
cash reserve ratio to check the 
growth of commercial bank 


liquidity, a series of other measures 
were introduced by the Govern- 
ment of India to increase the 
availability of essential food items, 
including wheat, rice, sugar and 
edible oils supplies through the 
public distribution system. Sup- 
plementary imports to augment 
government stocks of foodgrains 
were also made, and imports of 
edible oils were kept at a high 
level. To provide further incentives 
to producers, procurement prices 
for rice and wheat were raised, 
as were support prices for oil seeds. 
There was a considerable reduction 
in the price of fertilizer and a 
simultaneous expansion in the 
fertilizer distribution network. 
Efforts were also made at the 
beginning of 1984 to reduce 
government expenditure. These 
policy responses combined with a 
significant gain in the output of 
foodgrains during 1983 were 


expected to slow down consid- 
erably the rate of inflation in 
India in 1984. The annualized 
rate of inflation estimated in 
August was less than 7 per cent 
compared with over 12 per cent 
in 1983. 

The persistent imbalance be- 
tween supply and demand, inade- 
quate port, storage and transport 
facilities, especially for imported 
foodstuffs, high levels of govern- 
ment spending and disruptions to 
economic activity were some of 
the reasons behind the pickup 
of inflation in the Islamic Republic 
of Iran during 1983. The rate of 
price increase accelerated in Papua 
New Guinea in the last quarter of 
1983 and remained at a high level 
during the first half of 1984. One 
of the main factors behind this 
rise was the extraordinary increase in 
the prices of betelnuts, despite 
its low weight in the consumer 
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price index. Other factors behind 
the price increases in Papua New 
Guinea between he last quarter 
of 1983 and the first half of 1984 
included a governmentapproved 
general rise in wholesale and retail 
profit margins, and higher taxes 
and charges in the 1984 budget. 

The containment of Indonesia’s 
rate of inflation from about 10 per 
cent in 1982 to an annualized rate 
of approximately 12 per cent 
during 1983 and the first half of 
1984 was a remarkable develop- 
ment in face of several cost-push 
factors. First, the retail prices of 
petroleum energy products were 
raised by a weighted average of 55 
per cent in January 1983 and by 
another 37 per cent 12 months 
later. Secondly, the Indonesian 
rupiah was devalued by about 
27.5 per cent against the United 
States dollar at the end of March 
1983, followed by a further depre- 
ciation by 4 per cent between March 
1983 and May 1984. Finally, 
financial liberalization resulted in 
a substantial increase in interest 
rates on deposits at state banks. 
The ability to moderate the infla- 
tionary impact of these cost-push 
factors suggests a signif- 
icant improvement in internal 
balance through increased supplies, 
particularly of food items, on the 
one hand and demand-dampening 
fiscal and monetary policies on the 
other. 

The rate of inflation in Pakistan 
remained almost unchanged at just 
over 7 per cent, due largely to a 
shortfall in the supply of several 
commodities during 1982/83. 


ll4 


Prices were markedly higher for 
edible oils, tea and sugar. Measures 
implemented to moderate price 
increases included the increased 
import of essential items and a 
strict control on the money supply. 
The functioning of ration depots 
and fair-price shops was also 
strengthened. 

In Sri Lanka, the upward 
revisions of administered prices of 
kerosene, bus fares, bread and 
locally packed milk food during 
1983 contributed significantly to 
the increase in inflation from just 
over 11 per cent in 1982 to 13.8 
per cent. The two revisions of 
kerosene prices, for example, 
caused the subindex for fuel and 
lighting to rise by about one 
third. In addition, there was the 
sharp increase in export prices of 
tea and coconut products, whose 
domestic consumption is significant 
and the depreciation of about 13 
per cent in the exchange value of 
the Sri Lankan rupee relative to 
the United States dollar. Another 
set of factors contributing to the 
tise in inflation related to the high 
levels of public expenditure and 
bank liquidity. The money 
supply (M1) expanded by almost 
26 per cent in 1983, while real 
GDP rose by about 5 per cent. 
There was also the adverse impact 
of the civil disturbances on pro- 
duction. 

The available indications sug- 
gested that, as a whole, consumer 
prices would remain relatively 
stable in most of the developing 
ESCAP economies in 1984. In 
creased agricultural supplies were 


expected to contain or reduc 


India, Nepal, Pakistan, the Republi 
of Korea and Thailand. The rat 
of price increase in Malaysia z 
Singapore, where the rate 
inflation had been low in the pas 
few years, appeared to have rise? 
in 1984. In Singapore, food way 


and communications had eer 
taised in late 1983. In Malaysiz 
with the gradual recovery 
economic activity and improve¢ 
export performance, pressures fos 
higher wages were emerging, and 
higher wages would tend to pus 
up costs not only in Malaysia anc 
Singapore but also in Hong Kong 
and the Republic of Korea i 
1984. 

The rate of inflation in the: 
Philippines accelerated signifi 
cantly during 1984 as a result of 
the devaluations of the peso relative 
to the United States dollar by over 
two thirds during the 12 months 
ending in October 1984. In addi~ 
tion, there was a considerable: 
contraction in domestic output 
due to adverse weather, a severe 
shortage of foreign exchange to. 
pay for essential inputs, and restric- 
tive fiscal and monetary policies. 
Speculative hoarding also con- 
tributed additional upward pres 
sures on consumer prices. H 

Depreciation of domestic | 
currency vis-a-via the United States 
dollar contributed considerably to 
the pickup of inflation in both 
Samoa and Solomon Islands during © 
the first half of 1984. ) 
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“VI. SOCIAL DEVELOPMENT 
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wo aspects of social develop- 

ment have come to the fore in 
the developing countries of the 
region in recent years. The first, 
and perhaps the most prominent, is 
the need to achieve a more egalitar- 
ian distribution of economic well- 
being and especially the fruits of 
development. The implementation 
of policies to integrate women into 
the mainstream of productive ac- 
tivity is a part of this drive towards 
a more egalitarian society. The 
position of women in urban wage 
labour in manufacturing has been 
highlighted during the recent reces- 
sion in most of the more developed 
developing countries of the region. 

The second aspect encompasses 
several demographic factors, includ- 
ing high though moderating rates of 
population growth, rapid migration, 
and large and growing numbers of 
young persons entering the 
labour force, as well as the 
consequences of these changes 
on the economy and society at 
large. Recent evidence has con- 
firmed certain tendencies in popula- 
tion growth discerned in the latter 
half of the 1970s. Among these are: 
that the rapidity of population 
growth has tended to abate; that 
migration from rural to urban areas 
has continued in several countries 
though not at the same high rates 
as earlier; that dependency ratios 
have tended to be extraordinarily 
high and have placed a heavy 
burden on the economy in the 
competition for resources to raise 
living standards; and that the 
labour force continues to increase 


rapidly amidst uncertainty as to the 
expansion of opportunities for 
employment in a future dominated 
by labour-saving technology. 

Although there are many other 
aspects of social development 
that are of concern to planners 
and policy makers in the region, 
these two aspects have been se- 
lected for discussion because of 
their topicality and high priority 
in the region. Some of these 
other aspects will be taken up in 
subsequent Surveys. 


A. POPULATION IN THE 
ESCAP REGION 


1. Introduction 


Population has emerged as a 
matter of major concern in the 
development of the ESCAP region. 
Most developing countries of the 
region are keen to curb high 
growth rates by reducing fertility 
rates.! They are equally concerned 
about high mortality rates in their 
countries and low life expectancy 
at birth. There is substantial but 
less serious concern about the 
distribution of population between 
rural and urban areas and among 
different regions of the countries. 


1 This and the following observa- 
tions are based on “World population 
trends and policies: 1981 monitoring 
report, vol. II — population policies” 
(ST/ESA/SER.A/79/Add.1), 1982, pp. 
19, 23, 31,33, 63 and 70-73; and partial 
returns of the United Nations Fifth 
Population Inquiry among Governments 
(for the 1983 Monitoring Report). 


The age structure of the population 
has implications for employment, 
health and care for the aged. Gov- 
ernments in the ESCAP region are 
becoming increasingly aware of the 
central role of population variables 
in economic and social develop- 
ment, and have been actively devel- 
oping related policies and pro- 
grammes as an integral part of 
development planning. 

The very size of the population 
of the ESCAP region is of staggering 
proportions. It constitutes 56 per 
cent of the world population and in 
1983 amounted to 2.6 billion. 
With an annual rate of growth of 
1.7 per cent, the region added 
about 44 million people during the 
year 1983. This growth occurred in 
spite of considerable moderation in 
the annual growth rate, which was 
2.4 per cent in 1970-1975. 

Rates of population growth 
vary widely among _ countries 
and subregions (Table 1.30). In 
South Asia and South-East Asia, 
they were considerably higher than 
in East Asia and the Pacific. The 
East Asian countries had achieved 
markedly low growth rates by the 
end of 1983; the most impressive 
decline during the last decade took 
place in China, which contains 
more than 40 per cent of the 
region’s population. 


2. Urbanization and migration 


There has been a small but 
steady increase in the percentage of 
urban population in the ESCAP 
region, which rose from 23.4 per 
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cent in 1970 to an average of 26.4 
per cent during 1980-1983 (Table 
1.30). Although -the region con- 
tinues to remain predominantly 
rural, considerable movement of 
population has taken place, and the 
character of such movements ap- 


pears to be changing. While the 
dominant flow of internal migra- 
tion over the past decade has been 
from one rural area to another 
covering short distances (largely on 
account of marriage and agricultural 
mobility), there were also large 


Table 1.30. ESCAP region. Estimates of levels and annual growth rates of 
population, and the percentage of urban population, 1980 and 1983 


Percentage 
Population annual Percentage of 
Country or area/region (millions) growth urban population 
1980 = 1983 mute, 1980 1983 
1980-1983 
World 4453.2 4684.5 ET 39.9 40.9 
ESCAP region 2487.8 2615.5 De 26.0 26.9 
East Asia 1 160.3 1 206.1 1.3 28.0 28.5 
China 998.6 1 039.8 1.3 20.3 20.7 
Hong Kong 5.0 5.3 LS 90.3 90.6 
Japan 116.8 119.1 0.6 76.2 76.4 
Mongolia Le 1.8 2.9 I2.3 54.4 
Republic of Korea 38.1 39.9 1.6 56.9 62.0 
South-East Asia 360.1 382.0 2.0 23.7 254, 
Brunei Darussalam 0.2 0.2 4.0 ae Sees 
Burma 34.2 36.2 2.0 PEP) 28.9 
Democratic Kampuchea 6.4 6.9 2.6 13.9 14.9 
Indonesia 151.0 159.2 1.8 222 24.1 
Lao People’s Democratic 
Republic 24) 3.9 2.3 13:5 14.9 
Malaysia 13.8 14.7 2.2 29.4 30.7 
Philippines 48.3 $1.9 2.4 37.4 38.7 
Singapore 2.4 2.5 1.2 74.1 74.1 
Thailand 46.5 49.4 2.0 14.4 15.1 
Viet Nam 53.1, 57.0 2.0 19.3 19.9 
South Asia 944.9 1003.9 2.0 23.3 24.5 
Afghanistan 14.6 14.8 0.5 15.6 17.4 
Bangladesh 88.2 95.8 2.7 10.4 11.3 
Bhutan 33) 1.4 at 3.9 4.3 
India 686.4 723.8 1.8 23.4 24.7 
Iran, Islamic Republic of 38.6 42.1 2.9 $0.5 $3.2 
Maldives 0.2 0.2 3.0 ay Sie 
Nepal 14.7 15.8 2.4 5.0 5.4 
Pakistan 86.1 94.4 Se 28.1 29.1 
Sri Lanka 14.8 15.6 1.7 21.6 21.3 
Pacific 22:5 23.5 1.5 NaS 72.6 
Australia 14.7 15.3 is 86.3 86.6 
Fiji 0.6 0.7 1.9 38.7 40.2 
New Zealand eR 3.2 0.9 83.4 83.6 
Papua New Guinea By 33 2.4 ESSE 13.8 
Samoa 0.2 0.2 0.9 
Solomon Islands 0.2 0.3 3.8 
Other Pacific® 0.6 0.6 22 


Sources: ESCAP Population Division, printout of 1984 assessment of population 
prospects and demographic indicators, and printout of United Nations, “Demographic 
indicators by countries as assessed in 1982” (New York, November 1983). 


Including Cook Islands, Guam, Kiribati, Nauru, Niue, Trust Territory of the 


Pacific Islands, Tonga, Tuvalu and Vanuatu. 
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drifts from rural areas to big cities 
and towns in several countries. Ur- 
banization isa phenomenon usually 
associated with industrialization 
and economic development. Th 
more industrialized countries of the 
region, such as Australia and Japan, 
are overwhelmingly urbanized (87 
and 76 per cent respectively). 
Countries in the process of rapid 
industrialization, such as the 
Republic of Korea, experienced a 
rapid rise in the proportion of their 
urban population since 1970. — 
However, in many countries, 
including Bangladesh (11 per cent), 
Bhutan (4 per cent) and Nepal (5 ~ 
per cent), the proportion of urban” 
population is still very low. In Sri 
Lanka, there was even a slight 
decline in the urban proportion of — 
its population. This is attributed. 
to rural development and re- 
settlement projects launched” 
by the Government, as well as the | 
emigration of urban and potential 
urban dwellers to countries in 
Western Asia. 

The pace of urbanization has- 
not accelerated in recent years in 
the ESCAP region in general, and © 
the relationship of urbanization to 
the larger process of development 
appears to be changing. Contrary | 
to the early experience of the 
industrialized nations, increasing — 
urbanization in the developing 
countries of the ESCAP region may 
not always go hand in hand with 
the degree of industrialization. A 
reason for this appears to be some 
success in programmes for rural 
development, although more 
research needs to be undertaken to 
confirm the trend and to under- 
stand the causal factors. 

The aspect of increasing ur- 
banization in the ESCAP region 
that is causing most concern is the 
rapid growth of large cities. In 
1970, among the world’s 25 largest 
cities, 9 were in the ESCAP region. 
This number rose to 12 in 1980 and 
is expected to rise further to 15 in 
the year 2000; each of these 15 


i Cities is projected to have a popula- 


_ effects 


» tion of 10 million or more. These 


cities are Shanghai, Tokyo/Yoko- 
_ hama, Beijing, Greater Bombay, 
Calcutta, Jakarta, Seoul, Madras, 
Karachi, Delhi, Tehran, Osaka-Kobe, 
Manila, Dhaka and Bangkok/Thon- 
buri; in order of the size of their 
expected populations. The deterio- 
tation in conditions of urban life 
and the burden of providing ameni- 
ties will be major problems for 
Governments in the region. 


3. Implications of changing 
age structure 


The age structure of a popula- 
tion depends on past rates of fertil- 
ity, mortality and net migration. 
A fall in fertility has the immediate 
effect of lowering the proportion of 
young children in the population 
and, if it continues, leads to aging 
of the population as the proportion 
of children and young adults 
shrinks and that of the elderly 
swells. The effects of decreasing 
mortality are more complex. In the 
initial stages, the effects of falling 
infant and childhood mortality 
increases the proportion of children 
in the population. The combined 
of falling fertility and 
mortality rates generally have the 
eventual effect of increasing the 
proportion of the elderly in the 
population, 

With the exception of a few 
low-fertility countries, a large 
proportion of the population in 
the ESCAP region is concentrated 
in the younger age groups. Although 
there was some slight aging of the 
population in most countries over 
the past decade, primarily reflecting 
the decline in fertility, more than 
one third of the population in the 
ESCAP region in 1983 was under 
15 and one half under 22 years of 
age. 

Although the dependency 
tatio, defined as the ratio of the 
number of children below age 15 
and elderly persons aged 65 and 


over to the number of persons of 
working age (15 to 64 years), has 
fallen somewhat, there were still 
some 69 dependants for every 100 
persons of working age in the 
region in 1983 (Figure I.18). Some 
further decline in the dependency 
ratio is likely, with an increase in 
the proportion of the population in 
the age group 15 to 64. Yet in 
1983 the dependency ratios in 
Afghanistan, Bangladesh, the Islam- 
ic Republic of Iran, Nepal and 
Pakistan were 50 per cent more 
than in Australia or Japan. The 
relative burdens of youth and old- 
age dependency also vary between 
the developing and the developed 
countries, as shown in Figure I.18. 
In 1983, the youth dependency 
ratio of 90 in Bangladesh contrasted 
with 33 in Japan, while the old-age 
dependency ratios were 6 and 14 
respectively. 

The developed countries of the 
ESCAP region are already facing 
the problems of aging populations, 
with progressively increasing pro- 
portions of their populations in the 
age group 65 years and over. This 
phenomenon is expected to con- 
tinue and even accelerate around 
the year 2000. However, the aging 
phenomenon will not be confined 
to the developed countries. The 
aging of population occurs as a 
result of declining fertility and 
mortality, the effect of the former 
being stronger. The aging of 
populations has already begun in 
these countries, and the process is 
likely to accelerate in the foresee- 
able future. 

The age structure of the 
population has a direct bearing on 
the size of the working-age popula- 
tion. Between 1970 and 1983, the 
number of persons of working age 
(15 to 64 years) in the ESCAP 
region rose from 1.1 billion to 1.6 
billion and is expected to reach 2.2 
billion in the year 2000. The 
growth of the working-age popula- 
tion is expected to be marked in 
many of the most populous and 


poorest countries of South and 
South-East Asia, where the popula- 
tion itself is growing fast. Even 
when fertility begins to decline, 
there is no immediate slowing 
down in the growth of the working- 
age population, and the labour force 
tends to grow at a faster rate 
than the population. In almost 
every developing country in the 
region, growth in the labour force 
continues to be excessively rapid 
for the capacity of the economies 
to generate employment. 

Rapid growth in the working- 
age population makes the provision 
of adequate employment more 
difficult because of high capital 
requirements in urban industry. 
Opportunities for the growth of 
labour-intensive manufacture are 
limited. Therefore, agriculture will 
have to continue absorbing new 
entrants into the labour force. The 
evidence regarding the potential for 
increased labour absorption in 
Asian agriculture is ambiguous. 
Recent studies suggest that the 
success achieved in this respect in 
East and South-East Asia (the 
Philippines and the Republic of 
Korea, for example) cannot be 
readily repeated in the more 
populous regions of South Asia.” 


4. Decline in mortality rates 


Mortality has declined 
throughout the ESCAP region. 
There are marked variations in 
mortality rates, among the coun- 
tries as well as the subregions. Pro- 
jections of life expectancy at birth 
in the Asian and Pacific region 
range from the world’s highest level, 
in Japan (male 74.2 years, 
female 79.7 years), to one of the 


2 ILO-ARTEP, Employment Ex- 
pansion in Asian Agriculture — A Com- 
parative Analysis of South Asian 
Countries (Bangkok, March 1980); and 
Shigeru Ishikawa, Essays on Technology, 
Employment and Institutions in Eco- 
nomic Development (Tokyo, Kinoku- 
niya Company Ltd., 1981). 
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Figure 1.18. ESCAP region, Dependency ratios, 1970 and 1983 


118 


Young age (under 15 years) Old age (over 65 years) 
dependency ratio dependency ratio 
ESCAP region SSS SS aes] 1970 
RastiAsia EE EE Ce 1983 
China PSR CAE SST eT TLE Y he RE ES 
Hong Kong SS 
Japan SSI asl BEE ee SRM SE] 
Mongolia as 
Republic of Korea ——<$<—_— 
South-East Asia a rs 
Democratic Kampuchea $$ 
Indonesia SPER EE ay a 
eee s Democratic Denar A 
Malavala PRESET SLT TS 
Philippines a ne ne 
Singapore a 
Thailand Sa ee 
Viet Nam BEA Sass ee Ss 
Sauthtasia Sac 
Afghanistan {Ht 
Bangladesh SA EE EN Ba 
Bhutan (ep TSE EAS SS i 
Burma ee 
India ——————— : i 
trans olan RESET SEES SS aE RS CFL TR . 
Republic of : / . ; 
Nepal -- ———— es ) 
Pakistan RSE SST SSE ! 
Sri Lanka es Se | 
} 
Pacific DESIST A a | 
AeGia a) 
New Zealand ee | 
Papua New Guinea aT a TT | 
(Percentages) | 
100 80 60 40 20 0 5 10 15 20 1 


lowest, in Afghanistan (probably 
less than 40 years for both males 
and females).? The two subregions 
with the highest expectancies of 
life at birth are East Asia and the 
Pacific, while in the South-East and 
South Asian subregions the gains in 
life expectancy at birth have 
been generally modest. Large varia- 
tions in life expectancy at birth 
characterize the latter, while several 
countries, including Malaysia, the 
Philippines, Singapore, Sri Lanka 
and Thailand, have attained high 
life expectancy. In many others, 
it is relatively low and_ still 
lingering at the same levels as in the 
1940s and 1950s. However, there 
is considerable scope for further 
reduction in mortality in these 
countries through improvements in 
primary health care and education. 

In the region as a whole, 
life expectancy at birth for females 

‘(at almost 62 years) is higher 
than for males (59 years); 
this difference is in conformity 
with global trends. However, there 
are several countries in South Asia 
— Bangladesh, Bhutan, Nepal and 
Pakistan — where life expectancy 
at birth for males is slightly 
higher than for females. The 
phenomenon is related to the levels 
of maternal mortality as well as 
socio-cultural values. 

Gains in life expectancy have 
been achieved largely through 
reductions in infant and childhood 
mortality (Table I.31). Crucial to 
such reductions has been the role 
played by maternal and child health 
care programmes. High infant 
mortality rates are a major contrib- 
utor to low life expectancy at 
birth, especially in most of South 
Asia and parts of South-East Asia. 
Despite declining trends, the infant 
mortality rates of 88 and 123 
respectively for South-East Asia 
and South Asia in 1983 are notably 

SSESCAP Population _ Division, 
Printout of 1984 assessment of popula- 
tion prospects and demographic indica- 
tors. 


high, and there is considerable 
scope for further reduction. 

In the most developed coun- 
tries of the region, life expectancy 
has risen to more than 70 years. 
However, in the developing coun- 
tries, further reductions in infant 
and childhood mortality remain the 
key to obtaining markedly higher 
life expectancy. There are current- 


ly fewer than 10 infant deaths per 


1,000 live births in Japan, while the 
estimated corresponding figures for 
Afghanistan and India are 203 and 
121 respectively. The weight of 
evidence is that reductions in infant 
mortality rates below 50 per 1,000 
will not come about simply through 
the greater use of vaccination and 
antibiotics, but will require major 


Table 1.31. ESCAP region. Infant mortality rate and total fertility rate,> 


1970-1975, 1975-1980 and 1983 


Country or 
area/region 
World 94.0 89.0 
ESCAP region 107.7 96.9 
East Asia 69.4 46.6 
China 74.4 50.5 
Hong Kong 7G 12.8 
Japan 11.6 8.7 
Mongolia Oia 65.6 
Republic of Korea 46.6 33.8 
South-East Asia 114.7 103.0 
Burma 120.7 117.4 
Democratic 
Kampuchea 180.8 436.0 
Indonesia 134.7 120.9 
Lao People’s 
Democratic 
Republic 144.9 135.0 
Malaysia 56.8 47.4 
Philippines 80.0 70.9 
Singapore 18.9 IPAS 
Thailand 1p Aal 64.9 
Viet Nam 121.4 90.3 
South Asia 143.3 ghiley? 
Afghanistan 204.8 204.8 
Bangladesh 150.2 139.5 
Bhutan V2 158.0 . 
India 143.1 129.1 
Iran, Islamic 
Republic of 129.4 12559 
Nepal 166.7 156.2 
Pakistan 140.0 131.1 
Sri Lanka 56.0 48.0 
Pacific 38.7 34.4 
Australia 17.0 13.0 
Fiji 47.0 36.0 
New Zealand 16.0 14.0 
Papua New 
Guinea 125.0 111.0 


Infant mortality rate 


Total fertility rate 


1970-1975 1975-1980 1983° 1970-1975 1975-1980 1983° 


80.2 4.53 3.90 Shs 
87.2 Sal? 4.06 3.50 
35.4 4.52 2.93 Za 
Slee} 4.93 3.07 By 
11.8 3.07 2.17 1.91 
7.4 2.07 1.81 1.77 
60.4 5.56 5.35 5.10 
28.6 3.74 3.13 2.58 
87.7 5.57 4.78 4.02 
109.4 5.83 5.10 4.63 
156.9 5.54 2.56 5.09 
105.7 5.53 4.81 3.84 
121.2 6.15 6.15 5.80 
40.0 5.14 4.17 3.57 
61.0 S.52 4.97 4.36 
10.6 2.61 1.84 1.69 
57.5 5.13 4.00 3.84 
74.8 6.37 5.58 4.35 
123.1 93 5.27 4.65 
203.3 7.14 6.90 6.88 
131.5 7.02 6.66 6.09 
144.4 6.12 5.84 5.60 
12105 5.72 4.95 4.25 
118.2 6.38 6.05. 5.60 
142.8 6.52 6.54 6.32 
118.7 6.52 6.03 5.79 
33.4 4.27 3.97 3.20 
37.8 3.04 2.66 2.47 
29 2.54 2.10 1.56 
32.0 3.70 3.60 3.47 
12.4 2.79 2.21 1.93 
108.8 5.92 6.01 5.63 


8 Ee 


Source: 
prospects and demographic indicators. 


ESCAP Population Division, printout of 1984 assessment of population 


4 Number of deaths of infants in their first year of life per thousand live births. 
b The average number of live births per woman in her child-bearing years. ° Estimated. 
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efforts in social and economic 
development, related to improve- 
ments in nutrition, sanitation, the 
availability of potable water, 
sewerage and education. 


5. Changes in fertility levels 


Fertility has also declined in 
almost every country in the ESCAP 
region. This fall is consistent with 
global trends, but fertility has 
declined in the ESCAP region 
somewhat faster. This is seen in 
Table 1.31, which contains esti- 
mated total fertility rates for coun- 
tries of the region for the periods 
1970-1975, 1975-1980 and 1983. 
Fertility rates in the region levelled 
off with the global average in 1983, 
whereas they were about 14 per 
cent higher during 1970-1975. 
However, fertility levels in the 
region as a whole are far above 
replacement level, adopted as a tar- 
get by the Third Asian and Pacific 
Population Conference in 1982. 

The most dramatic decline in 
fertility occurred in East Asia, 
where the total fertility rate in 
1983 was 40 per cent lower than in 
1970-1975. This is mostly reflec- 
tive of the trend in China, where 
fertility was reduced by almost 50 
per cent. In the other subregions, 
the decline in fertility ranged from 
28 per cent in South-East Asia and 
22 per cent in South Asia to 19 
per cent in the Pacific. The decline 
in fertility in the Pacific was lower 
in the period 1975-1983 than 
earlier. 

Although there has been a 
consistent fall in fertility through- 
out the ESCAP region, high fertility 
continues in many of the countries. 
These are Democratic Kampuchea 
and the Lao People’s Democratic 
Republic in South-East Asia, 
Afghanistan, Bangladesh, Bhutan, 
the Islamic Republic of Iran, 
Nepal and Pakistan in South 
Asia, and Papua New Guinea 
in the Pacific. In the developed 
countries of the region, namely, 
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Australia, Japan and New Zealand, 
total fertility rates fell to about 
or below replacement level in 
1983. Similar marked declines 
have also occurred in the more 
prosperous of the developing 
economies in the region, namely, 
Hong Kong and Singapore, while 
the fertility level in the Republic of 
Korea is on a similar downward 
path. It is likely that some of these 
countries will experience fertility 
below replacement levels in the 
latter half of the 1980s. 

Significant declines in fertility 
are taking place in a number of 
developing member countries where 
family planning programmes are in 
operation. Many of these countries 
implementing family planning pro- 
grammes also have been undergoing 
social and economic change, in- 
cluding a reduction in infant and 
general mortality, increasing educa- 
tion for women and changes in age 
at first marriage. A substantial rise 
in age at first marriage is common 
to several of the countries, where 
more than half of the fertility 
decline is attributable to changes 
in nuptiality patterns. Some of 
the key factors behind this decline 
in fertility have been an increased 
firmness in government policies 
towards limiting population growth, 
considerable development in such 
facilities as primary health care and 
education, and greater availability 
of contraceptives through family 
planning programmes. 


B. WOMEN IN DEVELOPMENT 


Increasing attention is being 
paid in developing countries in the 
ESCAP region to raising the rate of 
women’s participation as equal 
partners in the process of develop- 
ment. The belief that women do 
not contribute to economic activity 
as much as men has been prevalent 
partly because of the methods of 
obtaining economic statistics, under 
which certain activities performed 
by women do not fall within their 


definition. Not merely househo 
activities are excluded but also su 
tasks as raising livestock, food pre 
cessing and handicrafts often ar 
not adequately accounted for il 
economic statistics. While women ji 
contribution to the productio) 
process is underestimated, the 
share in the economic output i 
overstated. This is done implicitl 
by dividing expenditure by th’ 
total population. In fact, consider 
able differences exist in women” 
consumption of both private anc 
public goods and services. 


1. Women and production* 


In the developing ESC 
countries, women generally play ‘ 
substantial role in production 
although this is not adequately 
reflected in the traditional eco) 
nomic indicators. There is sufficien® 
evidence to identify the main 
trends in the employment oj 
women, both in agriculture ancl) 
industry and in services. 

In most developing countries 
of the region, there was fairly high: 
growth in the employment of 
women between the mid-1970s and) 
the early 1980s. The participation 
of women in economic activity . 
mainly wage labour, also increased 
Women’s participation rates have 
increased over time but remain 
small compared with those for men | 
(Figure 1.19). In many cases, the 
gap is quite wide. Employment. 
rates for women and for men are 
4.9 and 54.1 per cent respectively. 
in Afghanistan, 18.7 and 50.6 per’ 
cent in Bangladesh, 11.9 and 52.5) 
per cent in India, 7.9 and 52.3 per 
cent in Pakistan, 17.4 and 41.5 per 
cent in the Cook Islands, 10.1 and’ 
49.3 per cent in Fiji, 13.6 and! 
37.2 per cent in Niue, 8.7 and 40.5 


4 ESCAP, “Review and appraisal of _ 
the achievements of the UN decade for 
women in the ESCAP region” (SD/EGM/ 
FSAW/8), 25 November 1983, for 
Expert Group Meeting on Forward- 
looking Strategies for the Advancement 
of Women. 


high. 


per cent in Samoa, and 7.6 and 
39.3 per cent in Tonga. 

Generally, the proportion of 
women in paid employment has 


grown, though at widely different 


rates from one country to another, 
The rise in participation rates in 


the Philippines and Thailand is 
particularly impressive, while the 


gains in Malaysia, Pakistan and 
Sri Lanka are modest. Two coun- 
tries in which activity rates declined 
since the mid-1970s were Indonesia 
and the Republic of Korea, where 
female activity rates had been 
Although the data suffer 
from many deficiencies, the general 
tendency for female activity 
rates to rise, especially where they 
had been at low levels previously, is 
well beyond question. 

The increasing role of women 
in economic activity is brought into 
sharper focus if urbanization and 
age structure are taken into account. 
The available data show that the 
largest shift in the rates of female 


_ participation in the labour force in 


the major cities of East and South- 
East Asia (excluding China) seems 
to have taken place in the 20-35 
year age group, tapering off in 
higher age groups.° 

The gap between activity rates 
for men and women is generally 
narrow in agriculture. Most small- 
scale agriculture comprises house- 
hold enterprises where both men 
and women work and the extent of 
participation of each sex depends 
on the activity in the production 


‘cycle: men may predominate in 


ploughing, women in transplanting; 
men may predominate in applying 
chemicals and harvesting, women in 
weeding and threshing and so on. 
In plantation agriculture, women 
are highly significant participants in 
production processes as, for 
example, tea pluckers and rubber 


5 G.W. Jones, ed., Women in the 
Urban and Industrial Workforce, Devel- 
opment Studies Centre, Monograph No. 
33 (Canberra, Australian National Uni- 
versity, 1984). 


tappers. There also has been an 
increasing tendency for women to 
take over gradually the main roles 
in some agricultural processes as 
men have shifted to industrial and 
urban jobs. In manufacturing, 
the proportion of women em- 
ployees increased, by between 1 
and 6 per cent per annum in Hong 
Kong, the Philippines and Singapore 
in the second half of the 1970s, and 
in Sri Lanka throughout the 1970s 


(Table 1.32). There were, however, 
decreases of 6 per cent in Indonesia 
during 1976-1978 and 16 per 
cent in Thailand over 1976-1980. 
Considering that manufacturing 
output went up in Thailand by 11.3 
per cent between 1970 and 1978, 
the decline in activity rates for 
women needs further investigation. 

The services sector shows the 
clearest evidence of the steadily 
growing participation of women. 


Figure 1.19. Selected developing ESCAP economies. Economic activity 


rates, various years 
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a The proportion of employed males to total male active population. b The proportion of 
employed females to total female active population. 
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The increase, found in all the 
countries and territories for which 
information is available, reached 
51 per cent in Sri Lanka during the 
1970s, and ranged between 10 to 
19 per cent in Hong Kong, the 
Philippines, the Republic of Korea 
and Thailand in the second half of 
the 1970s (Table 1.32). Some of the 
activities in the service sector to 
which women often find easy 
access are generally of low status 
and even degrading. 

Paid employment forms only 
the tip of the iceberg of female 
participation in economic activity. 
To complement the discussion, it is 
necessary to consider unpaid 
productive employment of females 
in the household economy. In the 
developing countries of the ESCAP 
region, women’s work furnishes at 
least half the family income: in 
Nepal,® 81 per cent of production 
is provided by the family unit and 
50 per cent of estimated family 
income is attributable to women. 


In several Asian countries,’ women 
produce approximately 60 per cent 
of all food and, in Pakistan, 80 
per cent of the livestock is raised 
by women. Furthermore, the 
family provides 60 to 70 per 
cent of cash income in the centrally 
planned economies of the region, 
and it is likely that women contri- 
bute a substantial proportion of this. 
Since all family members do not 
play the same role or enjoy the 
same advantages in the household 
economy,® a more accurate un- 
derstanding of the way the family 


6 Chandni Joshi, “Rural women 
and income generating activities”, paper 
presented at the Regional Symposium 
on Women in Agriculture (FAO Re- 
gional Office, Bangkok), 16 October 
1984. 


7 Women in Agriculture in Asia- 
Pacific Region, RAPA Monograph No. 
14 (Bangkok, 1984). 


; : Amartya Sen, “Economics and 
the family”, Asian Development Review 
(Manila, 1983), vol. 1, No. 2, pp. 14-26. 


Table 1.32. Selected developing ESCAP economies. Proportion of females 
in sectoral labour force, various periods 


(Percentages) 
Country or area Year 
Afghanistan 1979 
Bangladesh 1974 
Hong Kong 1976 
1981 
Indonesia 1976 
1978 
Nepal 1976 
Philippines 1975 
1978 
Republic of 
Korea 1975 
1981 
Singapore 1976 
1980 
Sri Lanka 1971 
1980/81 
Thailand 1976 
1980 


Agriculture Manufacturing Services 

= - 3.8 

- = 6.0 
Sou 46.1 27.7 
40.6 48.1 Sia, 
39.4 $2.9 37.0 
34.5 49.7 39.0 

= - 212 
11.6 40.3 45.4 
26.5 47.7 50.5 
47.1 Sila 32.5 
43.7 39.0 38.6 
23.9 40.4 29.2 
43.6 46.3 32.3 
27.4 29.2 15.4 
28.3 33.4 23.2 
36.8 $0.2 41.3 
49.5 42.1 45.4 


Sources: ILO, Yearbook of Labour Statistics 1976, 1979, 1980 and 1982. 
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economy functions and of the wa 
its components interrelate would by 
necessary for formulating an) 
applying appropriate social policies 

Lastly, attention needs bi 
given to the migration of wome! 
from the countryside to the citie 
for wage employment.’ Althougl 
the migration phenomenon in Asi! 
has been extensively documented 
there are few studies on the migra 
tion of women. From the availabll 
‘information, although fragmentar® 
and somewhat dated, it is clear tha} 
migration patterns vary greath 
from one country to another ane 
display some extremely interesting) 
characteristics.'° The Philippine 
is exceptional in experiencing large) 
scale migration of women from th’! 
countryside to metropolitan areas 
In Indonesia and Thailand,'* moré 
young women aged 15-19 migraty 
than men. In India, the flow o/ 
women’s migration is basically fron’ 
one rural area to another 
Women tend.to migrate progressive 
ly less the closer their origina 
domicile is to major urbar 
centres. Trends discernible in 
Indonesia and Thailand’? indicate 
that an increasing number of 
women are migrating towards urbar’ 
centres. | 

A chief characteristic of thie 
flow is that the development of 
transport and the nature of the la: 
bour market have created a situation: 
whereby migrants can move easily: 


9 One of the pioneering works or 
women’s role in the economy put for» 
ward the. idea that migration, while the 
source of difficulties of integration intc: 
the urban environment, is an indication: 
of a certain level of economic develop 
ment. See Ester Boserup, Women’: 
Role in Economic Development (New 
York, St. Martin’s Press, 1970), p. 158. 


10 James T. Fawcett, Siew-Eau Khoo’ 
and Peter C. Smith, eds., Women in the: 
Cities of Asia (Boulder, Westview Press, 
1984). 

11 


12 


Ibid., p. 31. 
Ibid. 


4, from rural to urban areas,’ * provid- 
_ ing resources to the former through 


MN 


" income acquired in the latter. 


On the basis of the few surveys 


undertaken in urban centres, it is 


' possible to obtain some insights 


Wie 


into labour market conditions 


facing female labour in selected 


urban areas. Women work pri- 
marily in the service sector, 
where they are more often em- 
ployed in low-level direct service 
jobs than in managerial positions. 
In such cities as Bangkok, Jakarta, 
Manila, Seoul and Singapore, 
almost all the jobs in domestic 
service, ie. housework, are filled 
by women, as are 60 to 80 
per cent of positions for auxilia- 
ry medical personnel and staff in 
small retail trade. Tourism and 
related recreational activities also 
have grown appreciably in cities, 
employing a large female labour 
force that is difficult to estimate 
accurately. In the manufacturing 
sector, work that is repetitive in 
nature or requires special dexterity 
is performed mainly by women. 
Eighty to 90 per cent of the labour 
force in electronics industries estab- 
lished in Malaysia, the Republic of 
Korea and Singapore comprises 
women, most of whom are single 
and between 19 and 25 years of age. 

To summarize, women consti- 
tute an important component of 
the labour force in rural areas; in 
the urban industrial sector their 
role varies greatly, depending on the 
extent of industrialization and the 
stage of development; and in the 
service sector, women tend to be 
quite important as a source of 
labour, often at lower-paid jobs in 
urban areas. The addition of 
women to the labour force gives a 
certain degree of flexibility to the 
market. Women tend to migrate 
between town and country seeking 


13 Judith Strauch, ‘‘Women in rural- 
urban circulation networks: implications 
for social structural change”, Women in 
the Cities of Asia, op. cit., pp. 60-77. 


work. They bring resources from 
urban areas to rural areas, which can 
also serve as a temporary haven 
during prolonged periods of unem- 
ployment in cities. The close ties 
that exist between town and 
country help to explain the survival 
of traditional family structures, 
even though women wage-earners 
and educated women sometimes 
exert strong pressure for faster 
change. 


2. Women and distribution 


Although women’s participa- 
tion in economic activity in the 
region, both in paid and household 
work, has increased, their condi- 
tions of work, wages and intangible 
rewatds, such as consumption and 
access to education, health and 
other social goods, do not seem to 
have risen commensurately. Their 
daily work hours, including domes- 
tic work, vary from 11 to 14 
hours.'* Regarding food consump- 
tion, there seems ample evidence 
that the female is discriminated 
against in the intra-family distribu- 
tion of food. A study done in 
Kerala (India)'* indicates that 
working women consume 20 per 
cent less than the level recom- 
mended by the Indian Council of 
Medical Research, whereas for men 
the shortfall is 11 per cent. For 
unemployed women and men, the 
respective percentages are 50 and 
26. In Bangladesh, the average per 
capita daily intake is 1,927 calories 
for men and 1,599 calories for 
women; adult females, in particular, 
experience a considerably lower 
level of intake of both calories and 
protein than their male counter- 


14 T. Scarlett Epstein and Rosemary 
A. Watts, eds., The Endless Day: Some 
Case Material on Asian Rural Women 
(New York, Pergamon Press, 1981). 


15 Leela Gulati, “Profile of a female 
agricultural labourer”, Economic and 
Political Weekly (Bombay), vol. 13, No. 
12, March 1978. 


parts. ° 

Systematic and _ in-depth 
studies are not available to indicate 
to what extent this pattern of food 
distribution is common to the 
developing countries in the ESCAP 
region. Research into the subject 
is made difficult as the differences 
are sometimes defended as a cul- 
tural practice.17 

There is some evidence to 
support the hypothesis that men 
have greater access to health and 
education services than women.'® 
In most countries of the region for 
which data are available, the 
illiteracy rate is higher among 
women than men, and, except at 
higher levels of education, female 
enrolment ratios are markedly 
lower than those of males. It is 
widely acknowledged that’ better 
education equips women to both 
educate and feed their children 
better and to use new techniques 
of production. Accordingly, several 
countries in the region, while pur- 
suing policies of universal primary 
education, have put greater stress 
on programmes aimed at providing 
educational opportunities for 


16 Lincoln C. Chen, Emdadul Huq 
and Stan D’Souza, “Sex bias in the 
family allocation of food and health care 
in rural Bangladesh”, Population and 
Development Review (Bombay), vol. 7, 
No. 1, March 1981. 


17 Najma Rizvi, “Effects of food 
policy on intrahousehold food distribu- 
tion in Bangladesh”, Food and Nutrition 
Bulletin, vol. 5, No. 4 (Tokyo, United 
Nations University, December 1983). 


18 See A.K. Sen and S. Sengupta 
“Malnutrition of rural children and the 
sex bias”, Economic and Political Week- 
ly (Bombay), vol. 18, 1983. Also see 
United Nations Department of Interna- 
tional Economic and Social Affairs, 
Report on the World Social Situation 
1982 (ST/ESA/125), 1983. 


19 UNESCO, Asian Programme of 
Educational Innovation for Develop- 
ment, Ninth Regional Consultation 
Meeting on the APEID (Bangkok, 
UNESCO Regional Office, 1984). 


123 


Box 1.15. The social effects of the recession 


The deepening of the world 
economic recession as well as the 
adjustment measures adopted in its 
wake by national authorities in devel- 
oping countries had multiple adverse 
effects on income distribution and 
social protection. Although develop- 
ing countries in the ESCAP region were 
not as severely affected by the reces- 
sion as those in other regions, the fall 
in both commodity prices and the 
demand for manufactures, plus the 
decrease in international resources 
transfers, had marked effects on the 
living condition of the people at large. 

UNICEF (United Nations Chil- 
dren’s Fund), in its report The State 
of the World’s Children 19847 suggests 
a multiplier effect of the order of 1.5 
between the decrease in GNP and that 
of the income of disadvantaged social 
groups. As these groups generally have 
more dependent children than others, 
a second multiplier effect must be 
added: the effect on the living stand- 
ards of children becomes more acute. 
Among them, girls are worse affected 
than boys by a fall in economic well- 
being.” As a result of the multiplier 
effects, a two- or three-point reduc- 
tion in the growth of GNP in the 
industrialized countries may translate 
into a tragic fall in incomes of some 
of the most disadvantaged groups in 
developing countries. These hypoth- 
eses are difficult to verify for several 
reasons. One obvious reason is the 
lack of data. The second is that it is 
almost impossible to isolate the 
effects of the recession on social well- 
being, which is a compound effect of a 
number of forces. Even when social 
welfare expenditure, such as food 
subsidies and family allowances, is 


® UNICEF, The State of the 
World’s Children 1984 (New York, 
Oxford University Press, 1983), p. 142. 


> Rosario E. Valenzuela, “A study 
on nutrient distribution within the 
family and factors affecting nutrition 
intake”, The Philippine Economic 
Journal (Manila), vol. XVII, Nos. 1 and 
2, 1978; and A.K. Sen and S. Sengupta, 
“Malnutrition of rural children and the 
sex bias”, Economic and Political Week- 
ly @ombay), vol. 18, pp. 855-864, 1983. 
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reduced,© there is no readily apparent 
impact on infant mortality, which is 
the product of the overall social and 
human environment. Thirdly, there 
are indeterminate time lags between 
the fall in incomes and symptoms of 
economic hardship. Finally, govern- 
ment policies may help to alleviate 
some of the more acute forms of 


deprivation. 
Some studies undertaken in Asia 
provide several useful indicators. 


Among these are the following: 

(a) The continuing reduction in 
the rate of infant mortality has tended 
to slow down in recent years. This is 
evident in Sri Lanka, particularly in 
the plantation sector, and is also true 
in Bangladesh, India, Indonesia and 
Pakistan.4 

(b) Malnutrition, particularly in 
children of disadvantaged urban 
groups, remains chronic for those of 
pre-school age. In Sri Lanka, a third of 
the children are affected.” Acute 
malnutrition, though not a widespread 
problem, is still disquieting. 

(c) Even when social expendi- 
ture is not reduced in nominal terms, 
the quality of services in health and 
children’s welfare has tended to dete- 


For Sri Lanka, see R. Islam, 
“Recession, employment and poverty 
in the developing countries of Asia”, 
ILO/ARTEP working papers (Bangkok, 
1984), pp. 45-46. Also see Godfrey 
Gunatilleke and G.I.O.M. Kurukulasu- 
tia, “The global economic crisis and 
the impact on children in Sri Lanka”, 
World Development, special issue on 
“The impact of world recession on 
children”, vol. 12, No. 3 (March 1984). 
For Bangladesh, see Najma_ Rizvi, 
“Effects of food policy on intrahouse- 
hold food distribution in Bangladesh”, 
Food and Nutrition Bulletin, vol. 5, 
No. 4 (Tokyo, United Nations Univer- 
sity, December 1983). 


@ tado T. Ruzicka, “Mortality 
trends and differentials in selected 
countries of ESCAP region”, paper 
presented at the Meeting on Analysis 
of Trends and Patterns of Mortality in 
the ESCAP Region (POP/MATPM/7) 
(ESCAP, 7 November 1984). 


8 Godfrey Gunatilleke and 
G.1.0.M. Kurukulasuria, Joe. cit., p. 313. 


tiorate. The indirect effects emerge 
through the persistence and sometimes, 
the resurgence of epidemics, affecting 
the poorest first. For example, in India) 
thousands of victims of dysentery in 
West Bengal, of Type B hepatitis in) 
Gujarat and of cholera in the city off 
Bangalore have been reported in 1984. 
There are two redeeming features: 
in this bleak picture: first, the delib- 
erate choice by some Governments not 
to reduce certain categories of social ex- 
penditure; secondly, the decentraliza-|_ 
tion of the delivery of certain forms of | 
social services. In the case of the: 
Republic of Korea® the budgetary | 
expenditure for mother and chil 
welfare increased tenfold in nomini 
terms between 1980 and 1982. The 
progressive extension of the social 
security system in Fiji, Hong Kong” 
and India, as well as in Malaysia, - 
Singapore, Solomon Islands and Sri | 
Lanka, provided protection through | 
simultaneous efforts on the part of - 
Government and of employers and 
employees themselves. | 
The direct participation of local | 
communities has been mobilized in | 
some cases. In Bangladesh, it takes aal 
form of the Gram Sarkar (Village Ad- i 
ministration Movement), within the | 
framework of which the villagers are | 
directly responsible for health. Similar — 
forms of organization are found in 
Indonesia, Mongolia and Sri Lanka. © 
In Burma, India and Thailand, the — 
presence of health volunteers and of | 
communicators in the rural areas may _ 
be comparable to the more elaborate | 
action of “barefoot doctors” in China — 
and the flying medical teams in Viet 
Nam.! 


F 


f D. Banerji, “Breakdown of H 
public health system”, Economic and ~ 
Political Weekly (Bombay), vol. XIX, — 
Nos. 22 and 23, June 1984. 


/8 UNICEF, The State of the 
World’s Children 1984, p. 154. 


h Economic and Social Survey of | 
Asia and the Pacific 1982, pp. 166- — 
167. i 


* ESCAP/WHO/UNICEF, Health — 
and Development: Proceedings of an 
Intra-governmental Meeting in Asiaand — 
the Pacific (ST/ESCAP/248), pp. 174- | 
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Several studies concerning 
Bangladesh and India?° illustrate 
‘the importance of specifically 
_ women-oriented activities for ensur- 
‘ing success in rural development 
projects. This is because women 


20 $A. Qadir, M. Balaghatullah 
and others, “The role of education 
| in integrated rural development in 
al A.S. Seetharamu, “Plan- 


j A ithin integrated rural development 
| projects (India)”. These papers were 
| ehh at the International Research 


constitute the larger component of 
the labour force in the rural sector 
and in community services, and 
because skill training programmes 
are often ignored by a male popula- 
tion that is more attracted to 
formal education with its diplomas 
and attendant higher social status. 
To comprehend the significance of 
these experiences in informal 
education, it is necessary to know 
the way families function and the 
methods by which social and 
practical know-how is transmitted, 
a process in which the mother 
plays a decisive role. 

Given the insufficient avail- 
ability of information, it would be 
presumptuous to generalize about 


the status of women in the devel- 
oping countries of the ESCAP 
region. Nevertheless, it is clear that 
in certain respects, a great deal 
remains to be done to bring about 
equality between the sexes, even 
though some gains have been made. 
There has been a decline in fertility, 
which is a composite indicator of 
progress made by women in con- 
trolling their own lives. The estab- 
lishment over the past decade of a 
series of governmental institutions 
with the purpose of formulating 
and implementing programmes 
specially for women attests to an 
awareness that development is 
indeed a process in which women 
must play a major role. 
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Part Two 


FINANCING DEVELOPMENT 


‘I. GENERAL BACKGROUND 


A. A RATIONALE 


conomic and social develop- 

ment requires the allocation of 
expenditure away from consump- 
tion to investment, from one set 
of activities to another, from one 
region to another and for the 
benefit of one group of households 
rather than another. Questions 
relating to the volume of resources, 
the allocation of resources and the 
means of mobilizing and chan- 
nelling these are of central concern 
to economic policy makers. Devel- 
Opment sustained by an allocation 
of increased resources for invest- 
ment and changing patterns of 
resource use brings about funda- 
mental change in economic 
structure. Changes in the structure 
of production in industry within 
a brief period of 20 years in India 
and the gross domestic product 
(GDP) in the Republic of Korea 
are shown in Figure II.1 as exam- 
ples. In monetized economies, 
finance becomes the vehicle for 
the use of resources so as to bring 
about desired structural transforma- 
tion. In an economy without 
money where finance would be 
irrelevant, there would be strict 
limits to the amount of resources 
Over which each economic agent 
has command. There would be 
constraints to flexibility in resource 
use and consequently to the diver- 
sification of economic structures. 
Indeed such phenomena are in- 
compatible with rapid economic 
development, which requires 
transfers of large volumes of 


resources among households, enter- 
prises, sectors and economies. 
Consequently, finance isan essential 
part of the functioning and 
development of ll modern 
economies. Financing development 
thus becomes a subject of major 
importance to entrepreneurs and 
the Government. 

It has sometimes been argued 


Figure II.1. Composition of output 


that financing development is a sub- 
ject devoid of interest and instruc- 
tion, as ex post investment must 
equal savings. However, this is to 
ignore wholly certain vitally 
important questions arising out of 
the process by which such equality 
is established. First, foreign savings, 
which are measured by the deficit 
in the current account of the balance 


Industry, India 


1956 


OS 


fae] Basic industrial goods 
aes Capital goods 


1976 


[__] Intermediate goods 
Read Consumer goods 


GDP, Republic of Korea 


1960 


Saar} Agriculture 


[_] Industry 


1980 


eas) Services 


129 


of payments, raise import capacity 
and make feasible the supply of 
commodities that “are essential for 
investment such as cement, struc- 
tural steel, equipment and engineer- 
ing services, otherwise unobtainable 
to the domestic economy. Such 
supplies, in combination with others 
in the domestic economy, may 
raise levels of investment, income 
and domestic savings. However, 
the supply of foreign savings 
may create a lien on future output, 
which has contributed to such phe- 
nomena as debt crises experienced 
by some developing countries. 
Secondly, the sources of savings 
determine the ownership of capital, 
with important consequenceson the 
distribution of the fruits of devel- 
opment. Thirdly, the institutions 
for mobilizing finances may deter- 
mine the transfer of savings from 
one region to another or between 
sectors of economic activity or be- 
tween groups in society as well as 
the volume of savings. Access to 
financial institutions, yields and 
risk features of financial assets, the 
breadth and depth of capital mar- 
kets and the spread and nature of 
social insurance schemes contribute 
much to the mobilization of 
finance. Institutions such as post 
office savings banks, which collect 
deposits in rural areas but invest 
elsewhere, transfer resources from 
one region to another, and if not 
corrected by other means may 
denude their sources of investment. 
A well-developed capital market 
with a wide variety and a large 
volume of assets is often an 
efficient instrument for the mobili- 
zation and the allocation of 
resources for investment. Social 
insurance schemes, including em- 
ployees’ provident funds, are highly 
effective institutions for the mobili- 
zation of financial resources. 
Finally, the means of financing may 
have repercussions on the volume 
and destination of investment and, 
indeed, on the whole fabric of 
society. For instance, large gov- 
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ernment deficits financed by the 
creation of excessive purchasing 
power may bring about inflation, 
resulting in lower savings, lower 
investment, a flight of capital to 
other countries, an inequitable dis- 
tribution of the burden of financing 
and a breakdown in economic and 
social order. Therefore, although 
all investment is always financed, 
the manner of financing is not 
without consequence either on the 
volume and destination of invest- 
ment or the process of development 
at large. 

The volume of savings can be a 
critical determinant of the rate of 
economic growth.’ The Japanese 
economy has had a domestic savings 
ratio exceeding 20 per cent from as 
far back as the mid-1950s.  Al- 
though this ratio has tended to fall 
in more recent years, it has been 
strong enough to provide for the 
rapid capital formation that 
enables the exploitation of op- 
portunities for the application of 
new technology for development. 
The fast-growing economies of 
Malaysia, the Republic of Korea, 
Singapore and Thailand also have 
had quite high ratios of domestic 
savings, especially from the latter 
half of the 1960s when this rapid 
growth began. There was a marked 
drop in this ratio in 1981-1982, the 
latest year for which comparable 
data are available, and this is perhaps 
a cause for concern when foreign 
savings available to these economies 
are not likely to be plentiful. 

There have been a few excep- 
tions where the growth rates have 


/ The proportion of domestic 


savings in GDP that permits an 
economy to emerge from underdevelop- 
ment does now seem to be much larger 
than when Arthur Lewis wrote 
that “The central problem in the theory 
of economic growth is to understand the 
process by which a community is con- 
verted from being a 5 per cent to a 12 
per cent saver .. .”, The Theory of 
Economic Growth (London, George 
Allen and Unwin Ltd., 1955), pp. 
225-226. 
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not been as fast even with high 
savings rates. To say that this is the 
consequence of a rise in the capital: 
output ratio is no more than aj 
truism. One argument has been 
that the prices of capital goods on! 
which savings are spent have risen 
faster than the prices of consumer 
goods, which form a large propor- 
tion of total output, and that this’ 
differential is manifest in the higher 
capital:output ratio. The phenome-: 
nally high capital:output ratios’ 
observed in electricity, railways 
and other utilities may be ex- 
plained in part by the adminis- 
tered prices of their output, which 
may not compensate for capital 
costs adequately. A part of the 
explanation also may lie in a rising 
proportion of the output being 
kept invisible because it belongs in 
the “black economy”. Some part 
of the high capital: output ratios is 
undoubtedly the result of inef- 
ficient use of capital assets. How- 
ever, in view of the fact that these 
explanations severally or collectively 
have not been sufficient to unravel 
the nature of the phenomenon and 
since the implications can be mo- 
mentous, more research would be 
highly rewarding.” 

The scope of this study does 
not permit adequate treatment 
of the wide range of complex issues 
that would be appropriate in an 
exhaustive study on financing devel- 
opment. The principal objective 
here is to highlight some of the 
major policy issues in raising and 
mobilizing savings. As ancillary to 


2) For empirical findings on some of 
these aspects in the Indian economy, 
see’ V.K.R.V. Rao, India’s National 
Income 1950-1980 (New Delhi, Sage 
Publications, 1983), p. 158; Poonam 
Gupta and Sanjeev Gupta, “Estimates 
of the unreported economy in India”, 
Economic and Political Weekly, vol. 
XVII, No. 3 (16 January 1982), p. 72; 
and Sukhamoy Chakravarty, “Aspects of 
India’s development strategy for 1980s”, 
Economic and Political Weekly, vol. 
XIX, Nos. 20 and 21 (19-26 May 1984), 
pp. 817, et. seq. 


“hat objective, there is an assess- 
‘nent of the quantitative significance 
of various sources of finance. The 
oroblems of mobilizing financial 
‘resources are undoubtedly con- 
‘tinuing ones for all developing 
‘countries. The need for  re- 
examination arises fromthe urgency 
‘created by recent events. The 
global economic recession, which 
“now seems to have reduced in 
severity, has had a profound impact 
on the availability and terms of ex- 
ternal finance. The tasks of mobi- 
/ lizing domestic resources also have 
“been made highly complicated by 
‘the effects of the recession on 
access to export markets, on terms 
of trade and on rates of economic 
‘growth. Several countries in the 
| region experienced a marked drop 
in domestic savings ratios in 1982. 
To evaluate this past experience 
and to identify major issues re- 
quiring urgent attention, so that the 
tasks of financing development can 
be made somewhat less daunting, 
are matters of substantial signifi- 
cance to all developing countries. 
Such stock-taking is already in 
progress in many countries of the 
region. This study is an attempt to 
piece together their experiences to 
bring about a clearer understanding 
of the issues involved. It also is 
hoped that it may help in the 
formulation of better strategies 
and policies for financing devel- 
opment. 


B. THE FRAMEWORK FOR 
ANALYSIS 


In this analysis the main focus 

is on financing investment. That 
‘investment is essential to bring 
about growth and diversification of 
economic structures is evident from 
history. Total investment is financed 
from domestic savings and foreign 
savings. Domestic savings in turn 
are generated by the public sector 
and the private sector. Public sector 
savings can be split into two further 
sources: savings of the Government 


and of public enterprises. Private 
savings emerge from two sources: 
corporations and households. 
Foreign savings are identical with 
the deficit in the current account 
of the balance of payments with 
the rest of the world; any country 
running a surplus in the current 
account of the balance of payments 
will be using domestic savings to 
invest abroad or reduce liabilities. 
The categories in a system of 
national accounts have been chosen 
both because of the consistency 
check they provide on the statistical 
information and because of the 
economic agents whose transactions 
enter the system and whose deci- 
sions can be influenced by policies 
and policy instruments. Govern- 
ment revenue and expenditure on 
current account determine govern- 
ment savings. The discussion on 
current expenditure of Govern- 
ment, including that on sectors 
such as education and health, will, 
in some degree, satisfy those who 
include in investment the concept 
of human capital. The operating 
surpluses of public enterprises, ad- 
justed as necessary, comprise savings 
of public enterprises. There are a 
whole set of policies that go to 
determine the surpluses that 
public enterprises may turn out. 
Monetary and fiscal policies, as well 
as the availability of institutions 
and the general economic and 
political climate, have a strong 
influence on the volume as well as 
the mobilization of private savings. 
Foreign savings are not amenable 
to immediate manoeuvre by 
domestic policy makers. However, 
policies regarding borrowing and 


direct investment and _ other 
domestic economic’ policies do 


elicit responses from lenders and 
investors abroad and, of course, 
have major effects on the rate and 
direction of economic and social 
development. 

While the components of na- 
tional accounts adding up to an ex 
post identity do not naturally in- 


clude financial intermediation, this 
aspect cannot be totally ignored. 
For instance, government borrow- 
ing is a far too integral part of the 
questions discussed in this analysis 
to be left out altogether. Govern- 
ment borrowing is important not 
only as a means of financing public 
investment (Government + public 
enterprises) but also as a means of 
raising forced savings through in- 
flation as well as for the develop- 
ment of money and capital markets, 
which are the main conduits for 
intermediation between the public 
and private sectors as well as within 
the private sector. 

For convenience of analysis, 
the contributing components of 
finance are focused upon one at a 
time, on the assumption that other 
things remain unchanged: In 
practice, of course, the components 
are interrelated. The availability of 
foreign savings may promote a 
more productive utilization of 
domestic savings and raise induce- 
ments to invest and save. It is 
arguable that such availability may 
also inhibit domestic savings. Simi- 
larly, tax and expenditure policies 
of a Government may affect motiva- 
tions for private saving in either a 
beneficial or an adverse manner. Far 
more detailed empirical investiga- 
tions than are possible within the 
scope of this study are required to 
capture such complex interactions. 
Finally, issues in the mobilization of 


-financial resources for development 


are closely interlinked with many 
other national and international 
questions. For example, the extent 
of dependence on external resources 
is determined by the deficit in the 
current account of the balance of 
payments. While domestic policies 
may have significant effects on 
propensities to import, the value of 
exports would depend largely on 
access to external markets and the 
terms of trade. Therefore, issues in 
the mobilization of financial 
resources cannot be treated in 
isolation from issues in international 
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trade. These larger and complex 
questions are kept out of the 
analysis to limit its-scope. 

Further, the categories of 
national accounts, although valid in 
principle, may not have much 
application in the centrally planned 
economies, where the private sector 
is not a significant source of 
monetized savings. Households 
may save and invest in the improve- 
ment of their lodgings, in the 
development of backyard horticul- 
ture and perhaps in raising some 
livestock. These are likely to be 
quite small in proportion to the 
saving and investment effort of 
the public sector, which both 
finances and owns all major invest- 
ment. The public sector comprises 
the government machinery itself 
and government-owned enterprises. 
Since the sources of accumulation 
must emerge through these two 
sets of institutions, government 
savings are of much greater im- 
portance in the centrally planned 
economies than in the mixed 
economies of the developing coun- 
tries in the ESCAP region. As 
all large-scale enterprises are owned 
by the Government in the centrally 
planned economies, the generation 
of surpluses in these enterprises is 
of enormous importance for 
financing their development. A 
scarcity of reliable data has pre- 
vented this study from adequately 
covering the experience of centrally 
planned economies of the region. 


C. NATURE OF THE DATA 
ON SAVINGS 


In most developing ESCAP 
countries the estimate of total 
savings is based on that of total 
investment. Total investment in 
national accounts is estimated by 
summing magnitudes derived by 
using several methods. Govern- 
ment investment perhaps has 
the most solid foundation; it is 
generally derived from accounts of 
government expenditure, reclas- 


ev 


sified for purposes of national 
accounts. Even here there are 
problems that arise from the re- 
cording of government transactions 
on a cash or obligation basis rather 
than accrual basis and from the way 
maintenance expenditure is treated. 
Expenditure on fixed capital forma- 
tion can be correctly estimated if 
the accounts are on an accrual 
basis, because then the expenditure 
would indicate the extent of actual 
acquisition or construction of these 
assets. Accounts on a cash or 
obligation basis would show pay- 
ments or obligations incurred with- 
out the assets being physically 
acquired or constructed. As main- 
tenance expenditure on infrastruc- 
ture tends to be large, their 
inclusion in current or capital 
expenditure can make a substantial 
difference to the estimates of each. 
Estimates of private investments, 
usually made by a combination of 


‘the material flows and expenditure 


approaches, suffer from major prob- 
lems of measurement. Briefly, the 
sources of estimation errors include 
the factors used for converting the 
value of material to value of fixed 
capital formation, rates of capital 
consumption and inventory changes, 
coverage and valuation of net factor 
income payments, and _ the 
extrapolation of historical survey 
data on investment.* 

Domestic savings are estimated 
as the difference between total 
investment and foreign savings. 
Foreign savings are estimated as the 
difference between exports and 
imports of goods and services. 
Therefore, inaccuracies in the 
balance-of-payments accounts af- 


3 For a meticulous examination of 
the data relating to India see, Capital 
Formation and Saving in India 1950- 
1951 to 1979-1980, Report of the 
Working Group on Savings (Bombay, 
Reserve Bank of India, 1982). Also 
see, Asian Development Bank, Domestic 
Resource Mobilization through Financial 
Development (Manila, February 1984), 
vol 1: Main report, pp. 3-6. 
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fect estimates of domestic savings. — 
In this analysis, direct estimates of 
foreign savings based on data from) 
international sources have been 
used. | 
Government savings are esti- 
mated as the difference between 
government revenue on current - 
account and current expenditure. 
The major statistical problems here” 
are in estimating current expendi- 
ture. Capital expenditure is not 
necessarily coterminous with devel- 
opment expenditure because the 
latter may include expenditure 
that belongs in current expendi- 
ture. A more complex problem © 
relates to defining current ex-— 
penditure. Some would include” 
expenditure on education, for 
instance, as contributing to the 
formation of human capital.* The 
generally accepted convention so 
far has been to include the ex-— 
penditure on the creation and 
acquisition of assets such as schools y 
and equipment in capital ex- 
penditure and the expenditure on | 
teachers’ wages and teaching 
material in current expenditure. } 
Savings of public enterprises | 
are both difficult to define and 
estimate. They are difficult to 
define because there is no logically 
satisfactory and practically un- 
t 

| 

| 
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ambiguous way of identifying 
public enterprises. Public enter- 
prises exist under many legal and 
institutional forms. Therefore, any 
definition of public enterprises is” 
somewhat arbitrary and not with- — 
out ambiguity in economic terms.* 
Ambiguities also pertain to 


4 See, for example, Gary S. Becker, — 
“Investment in human capital: a 
theoretical analysis in investment in 
human beings”, The Journal of Political 
Economy, vol. LXX, No. 5, part 2° 
(October 1962), pp. 9-49. 


5 Problems of definition are dis 


cussed in, for example, Andreja Bohm, © 
“The concept, definition and classifica 

tion of public enterprises”, Public 

Enterprise, vol 1, No. 4 (1981), pp. 

72-78. 


what constitutes savings of these 
enterprises. Gross profits before 
allowing for depreciation and 
interest are used by some as indica- 
tors of public enterprise savings. 
Others prefer to net out deprecia- 
tion but overlook charges on 
account of interest. Still others 
may use pre-tax profits net of 
interest charges or post-tax profits. 

There are also serious data 
limitations in measuring savings of 
public enterprises. The major 
statistical sources in countries 
generally do not separately identify 
the results of the operations of 
public enterprises. In many coun- 
- tries, there is little information on 
the criteria used in classifying 
enterprises under the public enter- 
prise sector. In some cases, the 
coverage of public enterprise 
statistics is less than exhaustive. 

Private savings are the residue 
obtained after deducting govern- 
ment savings and public enterprise 
savings from domestic savings, 
which itself is the difference be- 
tween total investment and foreign 
savings. Data on private savings are 
an outstanding example of estima- 
tion by the “residual method”. 
One major problem with residuals 
is that they contain a compound of 
errors of unknown magnitude, 
which result from errors in the 
directly estimated magnitudes. 

In addition, the fewer the 
flows that are independently mea- 
sured, the fewer cross-checks there 
can be on the flows indirectly 


Observed. It is thus conceivable 
that a margin of error may arise 


from deriving aggregate magnitudes 
_ from a small number of directly 
_ observable constituent parts. At- 
tempts at cross checking these 
magnitudes from the expenditure 
side often run into the problem of 
under-reporting. 

Where savings are estimated as 
the net change in assets for a part 
of the economy, there still persists 
the problem of the residual for 
savings in the “non-monetized” 


sector. The output of this sector 
is estimated to be between 10 and 
20 per cent of many economies in 
the developing ESCAP region.® 
There is self-financed investment in 
this sector, to estimate the mag- 
nitude of which directly is a 
formidable problem. 

These complexities must be 
borne in mind in interpreting the 
statistical information in this study. 
To the extent possible, stan- 
dardized data sources have been 
used. The general impression is 
that the analysis provides a fair 
indication of the broad picture. 
Nevertheless, the need for im- 
proving the data cannot be over- 
emphasized. Reliable estimates of 
sources of finance are an essential 
part of the process of formulating 
development strategies in both the 
short and the long terms. For the 
management of the economy in the 
short term, one of the most useful 
tools of analysis is that of a national 
budget in which the sources and 
uses of resources can be set out ina 
set of simple interlocking tables.” 
It can be used to demonstrate the 
limits within which macro- 
economic magnitudes reasonably 
can be manipulated by policy 
decisions and also the consequences 
of policy decisions on the func- 
tioning of the economy in the short 
term. For the long term, savings 
are necessary to enable investment, 
and an understanding of savings 
behaviour and the institutional 
mechanisms that can be useful in 
raising and mobilizing savings is a 


6 A.G. Chandavarkar, ‘“Monetiza- 
tion of developing economies”, IMF 
Staff Papers, vol. 24, No. 3 (November 
1977), p. 679. 


7 See Michael Bruno, “The use of 
national accounting frameworks for 
economic policy and development 
forecasting: a survey of Israel’s research 
experience, 1958-1961” in Colin Clark 
and Geer Stuvel, eds., Income and 
Wealth: Series X (London, Bowes and 
Bowes, 1964), pp. 1-22. 


pre-condition for effective devel- 
opment planning. 


D. SOURCES OF FINANCE 
FOR DEVELOPMENT 


As shown in Table II.1, the 
main source of finance for invest- 
ment in developing countries in the 
ESCAP region in recent years has 
been domestic. There have been a 
few countries, including Bangladesh, 
Pakistan and Sri Lanka, where the 
larger source has been foreign. 
The characteristics of Bangladesh as 
a least developed country, perhaps, 
limit its capacity to raise savings. It 
is striking that Bangladesh and 
Pakistan, the domestic savings of 
which are substantially lower than 
those of others, also have the lowest 
shares of investment in GDP. The 
ability of a country to mobilize 
domestic savings does not seem to 
be wholly unconnected with its 
volume of investment.® In the 
Islamic Republic of Iran, domestic 
savings were more than sufficient 
to finance domestic investment 
during the period 1979-1983. In 
Malaysia and also possibly in 
Indonesia, the use of foreign 
savings has been only of marginal 
significance. All these are oil- 
exporting countries. 

Among domestic sources, by 
far the most important is the 
household sector. In India, the 
Republic of Korea and Thailand, 


8 It has been argued that savings 
ratios are low in countries in which 
there is “financial repression”. It has 
been further argued that “efficiently” 
functioning financial markets also may 
contribute to a more efficient allocation 
of resources and more rapid growth. 
For example, according to Maxwell 
J. Fry, “. . . the potential benefits from 
improved domestic resource mobiliza- 
tion through financial development are 
much larger than is suggested solely by 
the estimated direct impact of financial 
development on the national savings 
tate”. See “Savings, financial intermedia- 
tion .and economic growth in Asia’, 
Asian Development Review (Manila), 
vol. 2 No. 1 (1984), p. 91. 
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Table I1.1. Selected developing ESCAP economies. Investment and sources 


of finance, annual average 1979-1983 
{Percentages} 3 


Share of investment Sources of finance 
in GDP faery Tm 
savings savings 

Bangladesh 156 73 92.7 
Fi, 29.8 76.5 23.5 
Hong Kons 33.1 88.4 11.6 
India® 24.4 91.5 8.5 
Tran, Islamic Republic of 26.3 115.1 -15.1 
Malaysia 30.6 98.7 y ES 
Pakistan 16.7 33.3 66.7 
Papua New Guinea” 25.4 57.8 42.2 
Philippines” 29.8 81.5 18.5 
Republic of Korea 29.7 $4.9 15.1 
Singapore 444 86.0 14.0 
Sri Lanka 29.3 42.9 Dick 
Thailand 24.9 85.2 14.7 

Sources: National sources. 

2 1978-1981. © 1978-1982. 


this sector has contributed over 75 
per cent of domestic savings in 
recent years. An exception is the 
Philippines where the proportion 
has been less than one half in the 
early 1980s. There has been a 
tendency for the proportion to 
stay steady or to rise gently, 
except in the Philippines. Con- 
sequently, policies aimed at raising 
domestic savings need to lay great 
emphasis on those factors that 
help to raise savings in the house- 
hold sector. 

The somewhat erratic behav- 
iour of the corporate sector (see 
Table 1.4) in contributing to do- 
mestic savings is difficult to explain. 
One would expect it to be low in 
India where, in the total economy, 
the contribution of the corporate 
sector is small. In fact, during the 
two decades from 1960, the share 
of net value added contributed by 
private corporate enterprises has 
tended to fall steadily. The share 
of net domestic savings contributed 
by the corporate sector, rough- 
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ly similarly defined, has also 
fallen during the same time, but 
more drastically.? However, there 
has been a modest increase in its 
share in gross private savings since 
the late 1970s. A consistently rising 
share is found only in the Philip- 
pines. Yet against the historical 
experience that profits have 
financed investment, the contribu- 
tion of corporations to financing 
investment deserves much more 
inquiry than has been the case in 
the countries in the ESCAP region. 

The household and corporate 
sectors are the sources of savings in 
the private sector. Their contribu- 
tion and policies relating to them 
are discussed in Chapter II on 
private savings. 

Government has been generally 
a small contributor to domestic 


9 See N. Shanta, “Trends in private 
corporate savings’, Economic and 
Political Weekly, vol. XVII, No. 45 (6 
November 1982), pp. 1818-1827. 


savings. In the early 1980s, there 
were very few countries in the 
region where government savings 
accounted for more than 10 per 
cent of gross domestic savings) 
These include Burma, Fiji, Indonesia, 
Malaysia, the Philippines, the 
public of Korea and Singapore. 
contrast with other countries 
belonging to the Association 
of South-East Asian Nation <1 
(ASEAN), government savings 
in Thailand have not 
significant. Government savings 
and the related subjects of public 
enterprise savings and government! 
borrowing are discussed in Chapters 
Ill, IV and V respectively. 
The proportion of foreigni 
savings in financing gross domestic. 
capital formation in selected coun 
tries is shown in Table 1. The 
supply of foreign savings is muchi 
beyond the control of any single: 
developing country because its: 
flow is heavily dependent uponi 
the decisions of entities in capite 
exporting countries and of muk 
tilateral serait provaliggy 
development finance.’ 
The flow of external avingl 
together with exports determines 
import capacity and the level of 
economic activity in these econ- 
omies. Figure [1.2 contains informa~ 
tion that highlights the importance’ 
of external savings in financi 
imports in selected countries of ther 
region in recent years. Foreign 
savings are important in de- 
termining not merely the volume of 
investment but also the volume of 
output (by influencing capacity 
utilization through the provision 
of critical inputs and materials for 
maintenance of capital stock) and’ 
the product mix in that output. 
Foreign savings made available’ 
to developing countries come from 


10 This proposition is subject to the 
important caveat that domestic eco- 
nomic performance and policies largely 
determine “‘credit-worthiness” of coun- 
tries and the facility with which external 
savings can be attracted. 


domestic savings of capital-exporting 
countries; it is the excess of gross 
domestic savings over gross 
domestic investment that again 
‘finds expression in the surplus on 
/current account in the balance of 
\ payments with the rest of the 
‘world. Table II.2 contains figures 
on the difference between the pro- 
portions of gross domestic savings 
-and gross domestic investment for 
17° Organisation for Economic 
Co-operation and Development 
(OECD) countries since 1960. A 
negative sign for the figures in- 
dicates that domestic investment 
exceeded domestic savings and was 
financed through the import of 
capital. Two cautions are advised 
in reading these figures. The 
_ summation over a number of years 
_may algebraically add to zero, as 
in the case of the United States of 
_ America 1960-1974, creating a false 
_ impression that there was no export 
of capital in the intervening years. 
This would evidently be untrue. 
| The percentages are of absolute 
amounts, which differ enormously; 
1 per cent of GDP of Ireland is very 
different from 1 per cent of GDP of 
the United States. Since the 
point that is being made is about 
the direction of capital move- 
ments rather than the magnitudes, 
the data in Table II.2 will suffice. 
_ From Table II.2 it is evident that 
with the passage of time more and 
more OECD countries have become 
capital importers. In the 15 years 
1960-1974, the large economies of 
OECD were net capital exporters. 
In the five years 1975-1979, only 
the Federal Republic of Germany 
_ among the large economies remained 
_/a net exporter of capital. In the 
period 1980-1982, all countries in 
_ OECD except Japan, the Nether- 
lands and the United Kingdom of 
Great Britain and Northern Ireland 
had become capital importers. The 
United States, the single largest 
economic entity in the world, had 
_ become a net capital importer in 
_ the period 1975-1979 as well as in 


Figure II.2. Selected developing ESCAP economies. Proportion of net 
receipts of external resources in imports of goods and services, annual 
average 1979-1982 


_| Bangladesh 


| Burma 


| Papua New Guinea 


Indonesia 
_| Philippines 


| Republic of Korea 


(Percentages) 


Table 11.2. OECD countries. The difference between gross domestic 
savings and investment each as a percentage of GDP, 1960-1982 


1960-1974 1975-1979 1980-1982 
Australia -2.2 -1.4 -4.4 
Austria 0.3 -1.7 -0.9 
Belgium 0.9 1.4 -3.8 
Canada -1.3 -2.6 -0.2 
Denmark -2.8 -3.4 -3.6 
Finland -2.4 -4.2 -1.9 
France 0.1 -0.3 -1.8 
Germany, Federal Republic of. 0.8 0.7 -0.7 
Greece -3.0 -2.9 -1.2 
Ireland -2.8 -3.8 -10.5 
Italy 1.0 0.7 -2.2 
Japan 0.8 -1.2 0.4 
Netherlands 1.8 5.4 ikl 
New Zealand ; -2.5 -7.0 -4.7 
Sweden 0.2 “1.6 -3.2 
United Kingdom -0.4 -1.3 2.6 
United States 0.0 -0.8 0.0 


Sources: Martin Feldstein, ‘““Domestic savings and international capital movements 
in the long run and the short run”, European Economic Review, Nos. 1/2 
(March/April 1983), p. 131, and ESCAP secretariat, based on OECD, National 
Accounts: Main Aggregates 1953-1982 (Paris, 1984), vol. 1. 
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1981 and 1982. It is expected that 
the United States and the OECD 
countries as a whole will be net 
borrowers on external account in 
the years 1984 and 1985." 
According to projections made 
by the International Monetary 
Fund (IMF), “only about one third 
of the prospective further deteriora- 
tion in the United States balance 
from 1983 to 1984 will be offset 
within the industrial countries”.'* 
Oil-exporting developing countries 
also have become net users of 
foreign savings in 1982 and 1983. 
On the evidence of the behaviour of 
oil prices in October 1984, it is 
difficult to be as sanguine about the 
current account balance of these 
economies in 1984 as the Fund 
was earlier in the year.1> There- 
fore, it cannot be expected that 
they would finance the deficits in 
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the balance of payments of the 
OECD countries. 

Consequently, the fall in the 
availability of foreign savings will 
be felt most markedly by the non- 
oil developing countries where the 
Fund had already noted a “marked 
improvement in the current 
account position” in 1982 and 
1983.1* In a separate analysis, a 
group of experts’® had demon- 
strated that the consequences of 
this drought of resource transfers 
to developing countries are a 
considerable slow-down in rates of 
growth and a fall in per capita 
incomes. It is only in the ESCAP 
region that there has been no com- 
parable fall in per capita income 
during this period. In order to 
maintain rates of growth as robust 
as in the recent past, the developing 
countries in the region will need to 


make even greater efforts to rais: 
domestic savings and in thei 
efficient allocation for investment 
Nevertheless, the importance 0 
international action to increas 
resource transfers to developing 
countries cannot be _ ignored 
especially because domestic saving: 
are not entirely substitutable fo: 
foreign savings. 


TV iSee OECD, Economic Outlook 
(Paris, July 1984), p. 14. 7 

12 IMF, World Economic Outlook, 
Occasional paper 27 (Washington, D.C.,. 
1984) p. 8. 

13° pid. 

14 Tid. 

15 The Debt Crisis and the Wor 
Economy, Report by a Commonwealth 


Group of Experts (London, ‘Common 
wealth Secretariat, 1984), p. 24. 
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pts savings contribute an 
overwhelming proportion of 
total domestic or national savings 
in the developing countries of the 
ESCAP region other than the cen- 
trally planned economies. It has 
been remarked that “perhaps no 
other characteristic of an economy 
is at the same time so important, so 
exclusive of precise measurement 
and so difficult to explain as the 
private savings rate”.’ Private 
savings depend on a variety of fre- 
quently interrelated variables. 
These include such economic 
factors as the level and rate of 
growth of income and wealth, un- 
certainties pertaining to them, 
levels and structure of taxation, the 
rates of interest and inflation, the 
extent of financial intermediation, 
the distribution of real income and 
wealth, and government policies. 
Among the major _ socio- 
demographic determinants are 
occupational and urbanization pat- 
terns, dependency ratios, and size 
and age structure of households.” 


1 T. King, “Private savings” in K. 
Griffin, ed., Financing Development in 
Latin America (London, Macmillan, 
1971), p. 152. 


2 A.G. Chandavarkar, “Incentives, 
motivation and roles of fiscal, monetary 
and other policies for generating and 
mobilizing private savings’, Economic 
Bulletin for Asia and the Pacific, vol. 
XXVI, No. 1 (June 1975) (United 
Nations publication, Sales No. E.75.ILF. 
5), p. 170. See also R.F. Mikesell and 
J.F. Zinser, “The nature of the savings 
function in developing countries: a 
survey of the theoretical and empirical 
literature”, Journal of Economic 
Literature (Nashville), vol. XI, No. 1 


Even the cultural character of the 
people has been used to explain the 
consumption (and savings) be- 
haviour in some countries. 

Time preference tends to fall as 
income increases so that households 
at higher levels of income save a 
greater proportion of their income. 
Other factors such as demonstra- 
tion effects of opulent consump- 
tion tend to offset a capacity for 
higher savings as incomes rise. For 
a variety of reasons, growth in 
income may induce a higher pro- 
portion of income to be saved. 
Higher levels of real interest are 
commonly expected to induce a 
greater volume of savings. Uncer- 
tainty may work in either direction. 
Some may save more because of the 
uncertainty of future income, while 
others may find uncertainty a 
factor inhibiting saving. Expecta- 
tions regarding income, prices and 
interest rates may affect savings 
behaviour. Population growth and 
the aging of populations raise 
dependency ratios and tend to 
depress the savings rate. The dis- 
tribution of income more favour- 
able to profit and interest than to 
wages may raise the domestic 
savings rate because more is 
generally consumed out of wages 
than out of income from capital. 
There is no unambiguous a priori 
relationship between these variables 


(March 1973), pp. 1-26; and D.W. 
Snyder, “Econometric studies of house- 
hold saving behaviour in developing 
countries: a survey”, Journal of Develop- 
ment Studies (London), vol. 10, No. 2 
(January 1974), pp. 139-153. 


and savings. The direction and 
magnitude of their effects are essen- 
tially a matter of empirical investi- 
gation. The empirical validation of 
some of these relationships, how- 
ever, is bedevilled by problems 
concerning both the definition of 
concepts and their measurement. 

In the following discussion, 
current rather than constant price 
data are used partly because of the 
problem of choosing an appropriate 
deflator. Additional complications 
arise with regard to the valuation 
of foreign savings at constant prices 
in the event of a drastic deteriora- 
tion in the terms of trade.? Gross, 
rather than net, savings are dis- 
cussed as savings for capital replace- 
ment are just as much a restraint on 
consumption as are savings for new 
investment. Moreover, estimation 
of net saving is subject to an addi- 
tional source of error because of 
the problems associated with esti- 
mates of capital consumption. 

In order to restrict the scope of 
this study to a more manageable 
level, the analysis largely deals with 
voluntary private savings. Com- 
pulsory (e.g. contribution to prov- 
ident funds) and _ contractual 
savings (e.g. life insurance pre- 
miums) are briefly treated, in part 
because data are not available. 
Moreover, as will be seen later, 
these components are of signifi- 


3 For a discussion of some of the 
problems in using constant price data, 
see Asian Development Bank, Domestic 
Resource Mobilization through Financial 
Development (Manila, 1984), vol. II: 
Appendixes, p, 25. 
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cance as a source of private savings 
only in a few developing ESCAP 
economies. Another reason is that 
the savings channelled through 
most social security and life 
insurance schemes are freely dis- 
posable only in a limited sense. 
They are regarded as dependable or 
even captive sources of funds for 
the public sector in most develop- 
ing countries, and are thus not 
comparable to the voluntary savings 
mobilized by the financial sector 
proper.* 


A. VOLUME AND COMPOSI- 
TION OF GROSS PRIVATE 
SAVINGS (GPS) 


1. Growth of private savings 


The rise in the ratio of private 
savings in most developing ESCAP 


4 See, for example, “Household 
savings behaviour”, Savings for Develop- 
ment (United Nations publication, Sales 
No. E.81.11.A.6), pp. 153-154; and TLL. 
Mathew, “Impact of social security and 
similar schemes on the propensity to 


economies in the 1970s and early 
1980s is indicative of a considerable 
degree of success in domestic 
resource mobilization. Almost 
without exception, the developing 
countries of the region were able to 
increase considerably their savings/ 
income ratios during the 1970s. In 
fact, the private savings/income 
ratios generally have increased at 
varying rates in most of the devel- 
oping ESCAP region since the 
1960s. The economies with high 
performance in the early 1980s 
include (see Table II.3) India, the 
Islamic Republic of Iran, Malaysia 
and Singapore, with ratios of over 
20 per cent. The medium category 
consists of most other developing 
countries in the region; the private 
savings ratio in these countries 
averaged between 14 and 18 per 
cent. The ratio is much lower in 
Bangladesh and Pakistan. 

It can be seen from Table II.3 
that few developing ESCAP 
save: implications for the developing 


countries”, Savings for Development, 
pp. 106-121. 


Table I1.3. Selected developing ESCAP economies. Private savings ratio, 


1977 1978 1979 1980 1981 1982 1983 


1977-1983 

(Percentages) 

Bangladesh GPS/GNP 
Fiji GPS/GDP 
India GPS/GNP 
Indonesia GPS/GNP 
Iran, Islamic Republic of GPS/GNP 
Malaysia GPS/GNP 
Pakistan GPS/GNP 
Papua New Guinea GPS/GDP 
Philippines GPS/NNP 
Republic of Korea GPS/GNP 
Singapore GPS/GNP 
Sri Lanka GPS/GNP 
Thailand NPS/NNP 
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Sources: National sources. Adjustments for government savings based on IMF, 


Government Finance Statistics Yearbook 


Notes: GPS =Gross private savings. 


(Washington, D.C.), various issues. 
GNP = Gross national product. GDP = Gross 


domestic product. NNP = Net national product. NPS = Net private savings. 
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economies have stable privat 
saving ratios and hence stable 
marginal propensities to consume, 
from one year to another. The 
annual variations are sometimes of | 
a substantial magnitude. The 
factors responsible for such instabil 
ity undoubtedly include exogenous | 
forces such as the level of external 
trade and private transfers and the 
influence of the weather on agricul. 
tural production and income. 

The effects of export price: 
changes are reflected in some) 
annual movements in the private: 
savings ratio of most of the econo- 
mies in East Asia, the South Pacific) 
and Sri Lanka. The impact of 
cyclical fluctuations in export earn-) 
ings on income and private savings. 
of these countries would have been\_ 
possibly more severe but for the’) 
operation of a variety of stabiliza- | 
tion devices.6 | The economic) 
performance and hence private’! 
savings of South Asian countries,,| 
with their large agricultural sectors,, | 
have been considerably influenced!) 
by climatic and, to a less extent, 
trade conditions. For example, | 
the external recession coupled with | 
the drought in 1981/82 seems to. 
have contributed to a decline in 
the private savings ratios in Bangla- | 
desh and Pakistan in 1982.° 

Figure IJ.3 presents privat 
savings data on the basis of three- | 
year averages. Between the early 
and the late 1970s, there was an | 
increase in private savings ratio in | 
virtually all countries. As to be 
expected, the increase was most 


Economic and Social Survey of 
Asia and the Pacific 1982 (United | 
Nations publication, Sales No. E.84.1L.F. | 
1), pp. 182-188. 


Economic and Social Survey of 
Asia and the Pacific 1983 (United 
Nations publication, Sales No. E.83.IL. 
F.1), pp. 22-23. See also J. Hamid, 
“Problems encountered in the mobiliza- 
tion of personal savings in urban and 
rural areas: a case study of Pakistan”, 
Economic Bulletin for Asia and the 
Pacific, vol. XX VI, No. 1 (June 1975), 
Palos 
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| 
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Figure II.3. Annual average of private savings/income ratios of developing ESCAP economies, selected periods 


[| 1971-1973 
[] 1978-1980 


1981-1983 
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4 1975-1977. ©1981. ©1981-1982. 4 1972-1974. © Average of 1971 and 1973 only. 


rapid, upwards of 50 per cent, in 
countries with an initial low ratio, 
such as Bangladesh and Fiji. In 
Pakistan, however, the ratio 
remained virtually the same despite 
an initial low base.” Singapore was 
able to raise it quite significantly 
from its already high level. 

Between the late 1970s and the 
early 1980s, many countries experi- 
enced a decline in the private 
savings ratio. This was due in no 
small measure to the impact of the 
global economic recession, How- 


‘ever, many of the countries in 


which the ratio dropped still main- 
tained a ratio higher than that of 
the early 1970s. 

Gross private savings finance 
generally between 50 per cent and 
75 per cent of domestic capital 
formation. There are, however, 
Significant annual variations within 
and across economies. In 1981, for 
example, the contribution of 


7 This is in part due to the negative 
real,rate of interest prevailing for much 
of the 1970s, See Asian Development 
Bank, Domestic Resource Mobilization 
through Financial Development, vol. I: 
Appendixes, pp. 198 and 210. 


private savings to the financing of 
gross domestic investment ranged 
from about 34 per cent in Bangla- 
desh to 85 per cent in Hong Kong. 
The dominant share of private 
savings underscores the importance 
of efforts to channel financial 
resources of the private sector into 
investment. 


2. Composition of private savings 


Official estimates of the main 
components of private savings are 
available for only a few countries. 
These show, by and large, the pre- 
dominant share of household sav- 
ings. Among other factors, 
the small size of the corporate sec- 
tor, particularly in manufacturing 
and industrial activities, accounts 
for the relatively small contribu- 
tion of corporate retained earnings 
and depreciation provisions to 
gross private savings. 

The ratio of corporate savings 
to national income is generally low, 
with the exception of the Philip- 
pines. These ranged between 1.5 
and 2.5 per cent of national prod- 


uct in India and Thailand. In the 
Republic of Korea, this ratio has 
been persistently declining since 
1977 and was less than | per cent 
in 1982 (see Table II.4). Even 
in the industrial economies, savings 
from the corporate sector are not 
very high; the rates ranged, for 
example, from 2.3 per cent in the 
United States of America to 4.7 
per cent in Japan during the 
1960s.° 

It would thus appear that the 
financing of economic develop- 
ment in a large number of devel- 
oping countries in the ESCAP 
region in the near future would 
depend heavily on a_ sustained 
increase in private non-corporate 
savings. The design and imple- 
mentation of effective policies 
for the efficient mobilization of 
such savings, in turn, are condi- 
tional on an accurate analysis of its 
determinants. This highlights, on 


8 v.v. Bhatt and J. Meerman, 
“Resource mobilization in developing 
countries: financial institutions and 
policies”, World Development (New 
York), vol. 6, No. 1 (January 1978), 
p. 52. 
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the one hand, the need for detailed 
micro-studies to ascertain the deter- 
minants of household savings and, 
on the other, the need for depend- 
able estimates of household 
savings in countries where such 
estimates do not exist. 


Household savings may be held 
in the form of real or financial 
assets. About one half to three 
quarters of household savings in a 
large number of developing ESCAP 
economies were held in the form of 
tangible assets in the second half of 
the 1960s. These consisted mainly 
of land and land improvements, 
trade tools, inventories (notably 


foodstuffs), | consumer 
goods, precious metals and orna- 
ments.? The proportion of tangible 


assets in household savings has 
apparently declined considerably 
with the gradual development of 
In 


the domestic financial sector. 


9 M. Alamgir, “Structure of 
private savings in participating develop- 
ing countries”, Economic Bulletin for 
Asia and the Pacific, vol. XXVI, No. 1, 
op. cit., pp. 18-19. See also H.T. 
Patrick, “Financial development and 
economic growth in underdeveloped 
countries”, in W.L. Coats, Jr. and 
D.R. Khatkhate, eds., Money and 
Monetary Policy in Less Developed 
Countries (New York, Pergamon Press, 
1980), pp. 41-42. 


durable 


India, for example, it has been 
of | 


estimated that the value 
physical assets in net household 


savings fell from 61 per cent in 


1970 to 52 per cent in 1976 and 
47 per cent in 1981.19 

An individual or a household 
may well hold savings and wealth in 
the form of physical assets. These 
assets, however, lack liquidity and 
cannot be easily transferred for 
ready use by others. As a result, 


t 
i 
i 
al 
i 


it is difficult to bring about tenden- 


10 


India, Department of Statistics, | 


Ministry of Planning, National Accounts — 


Statistics  1970/71-1981/82 
Delhi, 1984), pp. 144-145. 


(New 


Box II.1. The mobilization of earnings of overseas workers 


The remittance of earnings by 
workers employed overseas provides a 
potent means of mobilizing financial 
resources in several developing 
countries in the ESCAP region. These 
remittances were equivalent to one 
fifth of the value of merchandise 
imports in Bangladesh (1981-1982) 
and India (1980), and one half in 
Pakistan in 1982. They provided 
about one quarter of the receipts on 
invisible exports in the Republic of 
Korea. 
national or domestic product, 

remittances from workers overseas 
amounted to 3 per cent in the 
Republic of Korea (1981), 4 per cent 
in Bangladesh (1982) and almost 8 
per cent in India and Pakistan during 
19802 They were a sizeable propor- 
tion of gross private savings in these 
. economies. 

The available evidence, though 
fragmentary, indicates that in addition 
to financing current consumption, the 
liquidation of outstanding debt is a 
significant end use of these remittances. 
Once these requirements are met, the 
preferred modes of use seem to be the 
purchase of real estatg, and precious 
metals and jewellery. It is also 
probable that the flow of remittances 


2 Udom Kerdpibule, “Remittances 
from international labour migration: a 
summary of findings and issues for 
labour exporting developing countries 
of the ESCAP region”, Economic 
Bulletin for Asia and the Pacific, vol. 
XXXIV, No. 2, December 1983 
(forthcoming). 
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As a percentage of gross. 


from overseas into rural and semt 
tural areas has contributed significantly 
to the rise in bank deposits in these 
areas. 

The countries where inward 
remittances are important haveadopted 
a number of measures to maximize 
their flow through official channels. 
Several countries (including Pakistan, 
the Philippines and Thailand) require 
emigrant workers to open bank 
accounts before they leave the country 
and/or prescribe a minimum ratio of 
their earnings to be remitted through 
official channels. Some countries 
provide favourable rates of exchange 
on remittances and higher interest 
rates on bank deposits made out of 
these remittances. Emigrant workers 
are often permitted to open foreign 
exchange accounts at domestic banks, 
a privilege not normally accorded to 
other citizens. 

Among the financial instruments 
for channelling remitted earnings to 
productive uses are Wage Earners’ 
Development Bonds in Bangladesh, 
with an attractive rate of return. 
India offers incentives for the invest- 
ment of funds brought in from abroad 
in Indian companies, the Unit Trust of 
India, and government securities. Such 
investment may be made on repatriable 


P Jp’? and AG. Chandavarkar. 


“Impact of monetization and com- 
mercialization of the subsistence sector 
on savings and credit in rural areas’, 
in Savings for Development, pp. 
187-188. 


or non-repatriable basis. Machinery 
imported under the Non-Repatriable 
Investment Scheme in Pakistan is 
subject to customs duty at concession- 
ary rates. In some countries, migrant 
workers are also encouraged to invest 
their earnings directly in an export 
processing zone, or to enter into 
joint ventures with foreign investors 
for such investment. 

There remains considerable scope 
for increasing the flow of these remit- 
tances through formal channels. There 
is some evidence that many workers 
abroad may be remitting earnings 
substantially below their potential.© 
Similarly, there exists large scope for 
channelling remitted earnings into 
more productive uses because, as noted 
earlier, these are often used to purchase 
land and buildings or are spent on 
luxury consumption. Changes in 
policies to promote these objectives 
would have to be made after the 
identification and removal of features 
of formal institutions that act as 
disincentives for remitting funds 
through them, on the one hand, and an 
understanding of the _ factors 
determining the recipients’ decisions 
regarding end uses, on the other. 

© §.A. Ali and others, “Labour 
migration from Bangladesh to the 
Middle East”, World Bank Staff Paper 
454 (April 1981) as quoted in P.B. 
Rana, Domestic Resource Mobiliza- 
tion through Financial Development — 
Bangladesh (Manila, Asian Develop- 
ment-Bank, 1984), pp. 77-78. 
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et | cies towards equality in marginal 
it rates of return among different 
) users of accumulated private 


i savings." * 

al 

___B. POLICY ISSUES IN THE 
MOBILIZATION OF 

if PRIVATE SAVINGS 

: Developing ESCAP economies 


, have achieved a significant measure 
, of success in raising private savings 
. tatios. To some extent, this has 
been the result of an autonomous 
i response by savers to relatively fast 
» €conomic growth sustained in a 
» number of economies for a con- 
siderable period of time. Deliber- 
= ate promotional policies have also 
_ played an important role. In view 
of the bewildering complexity of 
the determinants of private savings, 
this section draws heavily upon 
other empirical works and seeks to 
identify some areas that require 
attention by policy makers. How- 
_ ever, the need for detailed country- 
specific studies cannot be 
over-emphasized. 


1. Taxation and private savings 


A priori, taxation or subsidies 
can affect private savings by chang- 
ing disposable income or through 
their effects on relative prices. 
Fiscal policy may also influence 
patterns of private savings through 
its impact on income distribution, 
both functional (e.g. as between 
wage earners and capital owners) 
and sectoral (i.e. between the cor- 
porate and household sectors, or 
between rural and urban sectors 
etc.). 

The magnitude and direction 
of such effects, however, cannot be 
predicted with much certainty. 
Several empirical works on the 
relationship between taxation and 
domestic savings have yielded 
generally inconclusive findings. A 
major survey of the evidence found 
“no consensus on the effects of 


11 WT. Patrick, loc. cit., p. 46. 


Table II.4. Selected developing ESCAP economies. Shares of household 
and corporate savings in income, 1977-1982 


(Percentages) 
1977 1978 1979 1980 1981 1982 

India 

SH/GNP IIS oS) 20.1 18.3 19.3 18.2 18.2 

SC/GNP er 1.8 2.0 PI) 28 | 2.0 
Philippines 

SH/NNP 12.1 6.7 8.4 iret: 6.8 4.9 

SC/NNP 3.0 6.8 6.8 6.8 6.5 6.4 
Republic of Korea 

SH?/NNP 11.3 13.5 12.8 8.2 8.7 9.2 

sc>/NNP 4.0 3.8 3.3 3.2 1.6 0.8 
Thailand 

SH?/NNP 129 13.3 13.4 14.1 11.4 11.4 

sc>/NNP 2.0 25 2.5 2.3 2.5 2.0 

Sources: Sameas Table IL3. 

Notes: SH = Household savings. GNP = Gross national product. SC = Corporate 


savings. 


NNP = Net national product. @ Including savings from private non-profit 


institutions. > Public and private corporate savings. 


taxation on aggregate savings but 
this relationship undoubtedly varies 
among governments with different 
tax structures and fiscal poli- 
cies”.1?_ Nevertheless, some quali- 
tative discussion concerning the 
relationships between fiscal policy 
and private savings can be usefully 
made. This was, in fact, done at 
some length in the context of the 
developing ESCAP economies in 
the Economic and Social Survey of 
Asia and the Pacific 1982.13 The 
following discussion briefly recapit- 
ulates some of its major findings. 


(a) The tax system 


An important trend in the 
developing countries in the ESCAP 
region is that private savings have 
increased in spite of steadily higher 
government receipts and tax 
revenue as a percentage of gross 


12 RF. Mikesell and J.E. Zinser, 
loc. cit., p. 19. See also, Economic and 
Social Survey of Asia and the Pacific 
1982, p..126. 


13 Economic and Social Survey of 
Asia and the Pacific 1982, pp. 126-130. 


national product (GNP). It follows, 
therefore, that fiscal policy general- 
ly has not been a disincentive to 
private savings in a large part of the 
developing region, or alternatively 
the negative impact of tax and non- 
tax revenue measures has been off- 
set by, among other compensating 
factors, government subsidies and 
fiscal exemptions. 

There is a strong body of 
evidence indicating a comparatively 
moderate level of taxation in the 
region. An international compari- 
son of tax efforts, despite well- 
known limitations inherent in cross- 
sectional analysis and comparison, 
has revealed that the tax rate is not 
excessively high in the 10 develop- 
ing ESCAP economies covered in 
the sample.'* Based on a sample 
of 15 developing ESCAP economies 
(Bangladesh, Burma, Fiji, Hong 


Kong, India, Indonesia, Malaysia, 


14 4A. Tait, W.L.M. Gratz-and BJ. 
Eichengreen, “International comparisons 
of taxation for selected developing 
countries, 1972-1976”, IMF Staff Papers 
(Washington, D.C.), vol. 26, No. 1 
(March 1979), pp. 124-156. 
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Nepal, Pakistan, Papua New 
Guinea, the Philippines, the Repub- 
lic of Korea, Singapore, Sri Lanka 
and Thailand), it was concluded that 
the actual tax level fell short of the 
normative in most cases.'5 Lastly, 
the ratios of tax revenue/GDP for 
the developing countries in the 
ESCAP region averaged 12 per cent 
in 1980, with wide intercountry 
variations ranging from 6.5 per cent 
in Bangladesh to over 20 per cent in 
some economies. 

As regards the structure of the 
tax systems, it is often argued that 
income taxation discriminates 
against saving, both by households 
and corporations. The tax reduces 
disposable income as well as net 
returns to savings and hence 
savings. A highly _ progressive 
income tax structure tends to 
undermine economic incentives and 
induce evasion. Moreover, if the 
income tax systems contain a 
steep marginal rate falling primarily 
on the upper-income groups whose 
propensity to consume is low, 
savings may be reduced. Results 
from empirical work in this area, 
although fewer and again far from 
conclusive, suggest that both 
personal income and corporate 
taxes generally tend to reduce 
private savings by lowering the 
rate of return.’ ° 

It is argued that private savings, 
particularly those from the house- 
hold sector, can be stimulated 
through a greater concentration of 
taxation on consumption. This 


1 Economic and Social Survey of 
Asia and the Pacific 1 982, p. 127. 


16 See, for example, C. Wright, 
“Saving and the rate of interest” in A.C. 
Harberger and M.J. Bailey, eds., The 
Taxation of Income from Capital 
(Washington, D.C., The Brookings 
Institution, 1969), pp. 275-300; MJ. 
Boskin, “Taxation, saving and the rate of 
interest”, Journal of Political Economy 
(Chicago), vol. 86, No. 211 (April 1978), 
pp. 23-27; and J.F. Williamson, “Why do 
Koreans save ‘so little’?”, Journal of 
Development Economics (Amsterdam), 
vol. 6, No. 3 (September 1979), pp. 
343-361. 
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may restrict the spread of the tax 
base, but such narrowing would 
entail relatively limited risks, given 
the predominant share of consump- 
tion in the disposal of private 
income.’7 In theory, a personal 
expenditure tax can be a good 
substitute for personal income tax 
and an incentive to saving. This tax 
system and indirect taxes on com- 
modities, as currently enforced, are 
broadly similar in several effects. 
Where relevant, a move from specif- 
ic to ad valorem indirect taxes, 
especially those on luxury items, is 
also a potent means of promoting 
private savings. Luxuries are easier 
to identify in most developing 
countries; they are generally con- 
sumed by high-income earners and 
such consumption tends to be more 
sensitive to movements in the prices 
of these goods. 

Indirect taxation, by and large, 
has provided the bulk of tax 
revenue in the large majority of the 
developing ESCAP economies. 
Nevertheless, there appears to be 
considerable scope for improve- 
ments in the level, structure and 
commodity coverage of indirect 
taxes so as to improve further 
their productivity and positive 
impact on private savings. 

The potential disincentive of 
income tax on private savings in the 
developing countries of the ESCAP 
region generally has been mitigated 
by several factors. With few 
exceptions, personal and corporate 
income taxes constitute a small 
proportion of total government 
revenue. The proportion was as 
low as 7 per cent in Nepal during 
1976-1980. It was only in Indo- 
nesia and Papua New Guinea that 
this ratio was over one half. In 
both these. cases, the ratio is high 
because of the substantial amount 
of corporate taxes from oil or 


mineral production.' § 

17 4G. Chandavarkar, loc cit. 
p. 183. 

18 


Economic and Social Survey of 
Asia and the Pacific 1982, p. 115. 


In addition, the maxim 
marginal income tax rates if 
several developing countries have 
recently been lowered to encourage _ 
private savings on the one hand 
and greater tax compliance on the ~ 
other. India reduced the highes) 
marginal tax rate on personal 
income, in several stages, from | 
97.5 per cent in 1974 to 60 per 
cent in 1980. Bangladesh, Pakistar 
and Sri Lanka also lowered their 
maximum marginal rates in the late 
1970s. Indonesia lowered its 
income tax rate structure by raising” 
the taxable income brackets severa- 
times in the 1970s and again in the 
package of tax reforms introduced 
in 1984. The tax rates on cor 
porate income in Thailand were 
reduced by five percentage points: 
in 1981 after being raised severay 
times in the late 1970s. Most 
recently, Malaysia lowered the 
personal tax rate on the top income 
range from 55 to 40 per cent, and” 
raised the threshold for exce 
profits tax in the 1985 budget. 


(b) Fiscal incentives 


The tax systems in developi 
ESCAP economies contain a variety 
of fiscal incentives, allowances and” 
exemptions designed partly to 
promote private savings and partly 
to alter their use. Among the most 
common devices specifically aimed) 
at household savings are deductions: 
from taxable income of contribu- 
tions to social security schemes and 
life insurance premiums and coal 
tional exemptions from taxable” 
income of returns from certaim 
public sector bonds and from some: 
non-demand deposits at selected 
banking and financial institutions. 

Corporate tax legislation also 
contains a wide variety of fiscal 
concessions. The configuration of — 
these concessions is quite compli- 
cated and has been changing rapidly 
in recent years, so that it is difficult _ 
to describe them in general terms. — 
The most common incentives 


1 


} 


y 


' financing, 


include allowances for accelerated 
depreciation and lower rates of 
tax for retained earnings of cor- 
porations, exemptions from import 
duties, and subsidized charges for 
utility services.1° These incentives 
have influenced decisions regarding 
not only retained earnings but also 
the choice of sources of corporate 
including the direct 
utilization of retained earnings, new 
share issues and recourse to debt. 
The promotion of private 


‘savings is not the only objective of 


a tax system; other development 
objectives include improvements in 
the allocation of savings between 
alternative uses, promotion of 
equity between income classes and 
regions and raising revenue for 
socially required public expendi- 
ture. There is, therefore, no simple 
answer to the design of a tax 
system that can serve all these 
objectives to the optimum. In the 


near future, two areas deserve 
urgent attention. These are (a) 
improvements in the machinery 


for enforcement so that leakages 
undermining intended consequences 
of the existing systems can 
be minimized, and (b) empirical 
studies to evaluate the effects of 
different types of taxes and exemp- 


‘tions on saving, investment, equity 


and revenue yield to lay founda- 
tions for the design of more effi- 
cient tax systems. Any redesign of 
the tax system should be based on 
an objective assessment of the 
administrative capability to enforce 
it. The intrinsic merits of an 
expenditure tax in the promotion 
of savings, for instance, have been 
overshadowed by difficulties in the 
application of this tax. A limited 
version of the tax was tried in two 
countries of the region, India in 


19 For a tabular presentation of tax 
incentives for household savings and 
business investment in developing 
ESCAP countries, see Economic and 
Social Survey of Asia and the Pacific 
1982, p. 127, Table II.9 and p. 137, 
Table II.13. 


1957 and Sri Lanka in 1959, and 
was discarded after a short period. 


2. Financial policies and 
institutions 

Governments can influence the 
level and forms of private savings 
through the adoption of appro- 
priate financial policies, including 
measures for financial institution 
building. Monetary authorities 
can play a crucial role in this 
regard. Monetary authorities in 
developing countries serve not only 
to regulate the formal financial 
system but also to promote the 
gradual formation of a sound 
financial infrastructure conducive 
to rapid economic growth. 


(a) Financial deepening 


The relationship between 
financial development and _ the 
mobilization and allocation of 
private savings has been the 
subject of a growing number of 
empirical studies for some time.?° 
The positive impact of the former 
variable on the latter, by and large, 
is confirmed in the context of the 
less developed economies. The 
exact order of magnitudes of such 
a relationship must necessarily 


20 See, for example, J.G. Gurley and 
E.S. Shaw, Money in a Theory of 
Finance (Washington, D.C., The Brook- 
ings Institution, 1960); E.S. Shaw, 
Financial Deepening in Economic Devel- 
opment (London, Oxford University 
Press, 1973); R.I. McKinnon, Money 
and Capital in Economic Development 
(Washington, D.C., The Brookings 
Institution, 1973); A.G. Chandavarkar, 
loc. cit., pp. 174-175; M.J. Fry, “Money 
and capital or financial deepening”, 
Journal of Money Credit and Banking 
(Columbus), vol. 10, No. 4 (November 
1978), pp. 464-475; D.R. Khatkhate, 
“Analytic basis of the working of mone- 
tary policy in less developed countries”, 
in W.L. Coats, Jr., and D.R. Khatkhate, 
eds., Money and Monetary Policy in Less 
Developed Countries, op. cit., pp. 139- 
145; and W.S. Kim, “Financial develop- 
ment and household savings: issues in 
domestic resource mobilization in Asian 
developing countries’, Asian Develop- 
ment Bank Economic Staff Paper 10 
(July 1982), pp. 29-50. 


differ in time and space. 

The increase in private savings 
that has been observed in most 
developing ESCAP economies 
implies that there have been at 
least some accommodating devel- 
opments in the financial sector. 
The acute lack of time series data 
on components of real and financial 
assets has necessitated the approx- 
imation, rather imperfectly, of 
financial development by three 
principal indicators. These are the 
ratio of currency in circulation and 
demand deposits at commercial 
banks, M1, to M3 (i.e. M1 plus non- 
demand deposits at all banks and 
other financial institutions), the 
ratio of gross private savings (GPS) 
to M3, and the ratio of M3 to gross 
domestic product (GDP).”! 

A decline in the M1/M3 and 
GPS/M3 ratio and a rise in the M3/ 
GDP ratio generally imply, other 
things being equal, a faster 
accumulation of financial assets in 
total assets and a shift in the asset 
portfolios in favour of semi-liquid 
assets. These represent the charac- 
teristics of increasing financial 
intermediation, through institutions 
and instruments, between primary 
savers and ultimate borrowers. 
Nevertheless, there is no sufficient 
reason that countries exhibiting 
comparable (or dissimilar) levels of 
economic development or rates of 
savings should have similar (or 
different) M1/M3, GPS/M3 and 


-M3/GDP ratios. 


A well-defined trend since the 
early 1970s, observable in virtually 
all developing ESCAP economies, is 
the decline, at varying rates, in 
M1/M3 ratios, except in the Islamic 
Republic of Iran, and the increase, 
again at differing rates, in M3/GDP 
ratios, except in Pakistan (seeTable 
ILS). These movements have 
proceeded at a relatively rapid pace 


21 


M2 (or M1 plus non-demand 
deposits at banking institutions) is used 
to substitute for M3 in a few countries 
owing to the non-availability of data 
on M3. 
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in Fiji, Hong Kong, India, Malaysia, 
Papua New Guinea, the Philippines, 
Sri Lanka and Thailand in the case 
of the M1/M3 ratio; and in Bangla- 
desh, India, the Islamic Republic of 
Iran, Malaysia, Nepal and Thailand 
in the case of the M3/GDP ratio. 
Movements in the M1/M3 and M3/ 
GDP ratios apparently are unrelated 
to their initial size. A high rate of 
change occurred in economies 
where the initial values were both 
high (i.e. over 50 per cent as in Fiji, 
India and Sri Lanka) and low (e.g. 
Hong Kong and Thailand). The 
same observation can be made 
regarding the relationship between 
the increases in the M3/GDP ratios 
and their initial magnitude. The 


amount of semi-liquid financial 
assets, in the form of non-demand 
deposits at commercial banks and 
other financial institutions, has 
expanded faster than either the 
highly liquid, narrow money supply 
M1, or the growth of GDP in the 
large majority of developing ESCAP 
economies since the early 1970s. 
There also has been a decline in 
the GPS/M3 ratio. Four countries 
representing a limited departure 
from the declining trend in this 
ratio are Fiji, Pakistan, the Repub- 
lic of Korea and Singapore. How- 
ever, among these countries, only 
Fiji has recorded a particularly 
sharp increase in this ratio. The 
general trend is, therefore, towards 


an expansion of private sector 


i 
1 


claims on domestic resources chan- 


nelled through the formal financial 
network in the form of semi-liquid 


assets. 


(b) Interest rate policy 


In general, empirical investiga- 
tions confirm a positive relationship 
interest rates and 
Recent evidence from 


between real 
savings.” ? 


a sample of over 61 developing — 


economies, 10 of them in the devel- 


oping ESCAP region, reveals that | 


negative real interest rates (the 
result of positive nominal rates and 


22 RF. Mikesell and J.E. Zinser, 
loc. cit., pp. 17-18. See also D.W. 
Snyder, loc. cit., pp. 146-147. 


Box II.2. Financial reforms and domestic resource 


mobilization in China 


Money and financial markets and 
institutions have assumed an increas- 
ingly important role in  China’s 
economy in recent years. The recent 
major reforms in this area relate to 
increases in interest rates on deposits, 
the provision of a variety of facilities 
for making deposits at banks, the 
creation of new specialized financial 
institutions and the revitalization of 
old ones. Financial institutions 
generally have been given greater 
autonomy in operations. 

In the period immediately before 
April 1979, interest payable on one- 
year fixed-term deposits was 3.24 per 
cent per year. There were no facilities 
for fixed-term deposits of a shorter or 

longer maturity. The rate of interest 
on one-year fixed-term deposits was 
taised progressively, to reach 5.76 
per cent in April 1982. This amounted 
to a considerable rise in the annual 
real rate of interest on deposits 
as the index of retail prices rose by 
an average of only 3.4 per cent during 
1980-1982." 

In April 1979, fixed-term deposits 
of varying maturity ranging from six 
months to eight years also were intro- 
duced. There was a premium paid on 
longer-term deposits. As of April 


a “Basic stability of market 


prices”, Beijing Review, vol.26, No. 35, 
29 August 1983, p. 19. 
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1982, the annual rate of interest was 
7.92 on five-year fixed-term deposits 
and 9.0 per cent on eight-year fixed- 
term deposits. Certain categories of 
persons were permitted to open 
personal foreign exchange accounts, 
on a current or fixed-term basis, at 
the Bank of China. Deposits in these 
accounts earn higher interest, rates 
than deposits in local currency. The 
interest on these deposits is paid in 
foreign currency. Lastly, enterprises 
and organizations were permitted to 
hold surplus funds in time deposits, 
and earn higher rates of interest on 
them. 

In the years since 1979, there has 
been remarkable growth of new finan- 
cial institutions and the reactivation 
of old ones. Some of the institutions 
operating actively in the financial 
markets of China include the Agricul- 
tural Bank of China, the Bank of 
China, the Industrial and Commercial 
Bank of China, the Investment Bank 
of China, the People’s Construction 
Bank of China, and the People’s 
Insurance Company of China.” These 


5 “Bank rules — a boom to 
depositors”, Beijing Review, vol. 27, 
No. 10, 5 March 1984, pp. 20-22. 


For details of activities of some 
of these institutions, see Xua Mugqiao, 
ed., Almanac of China’s Economy 
1983 (Hong Kong, 1984), pp. 521-542. 


specialized institutions provide 
financial services to enterprises and 
activities in the corresponding sector. 
The Industrial and Commercial Bank 
also handles urban residents’ savings 
deposits, while the Bank of China 
specializes in foreign exchange trans- 
actions. 

Branches of these institutions at 
the provincial level and below are 
permitted to extend a larger amount 
of credit than planned if they also can 
mobilize deposits above the planned 
level. There is also provision for 
bonuses to be paid to bank employees 
on the basis of the profitability of 
banks. Extensive arrangements have 
been made for training personnel 
working in banks. 

The programme of financial 
reforms was a component of the 
overall policy of domestic economic 
restructuring and modernization. 
Total deposits at banks increased at 
an annual average rate of 18 per cent 
from 1979 to 1983. Personal savings 
deposits amounted to 89.2 billion 
yuan at the end of 1983, or four times 
higher than in 1978. Savings deposits 
from members of rural communes, 
however, expanded by almost 600 
per cent during the same period. Con- 
sequently, the proportion of rural 
savings deposits to total savings 
deposits reached 43 per cent in 1983 
compared with 26 per cent in 1978. 


| 
| 
/ 


higher price increases) reduce 
domestic savings and the availabili- 
ij ty of credit in real terms, and hence 
i growth in output.2> Additional 


‘evidence from a sample of six 
‘developing South and East Asian 
countries shows that an increase of 
10 percentage points in real interest 
on deposits would raise the ratio of 
M3 to gross national product (GNP) 
‘by an average of five points, and 
the ratio of gross national savings 
_ (GNS) to GNP by between two and 

2.5 percentage points. From this 


| evidence it can be inferred that 


about 50 to 60 per cent of the 
increase in savings held in financial 
assets comes from the substitution 
between assets and the balance 
from increased savings.2* Such 
substitution itself may raise 
efficiency in the use of resources 
by improving the allocation of 
savings. 

Mainly out of this persuasion, 
several developing economies in the 
ESCAP region have introduced 
reforms in interest rates at several 
points of time. Among the devel- 
oping market economies in the 
ESCAP region, the Republic of 
Korea was among the earliest to 
take a bold initiative in this respect. 
In one major reform introduced in 
1965, the interest rate on time and 
saving deposits with maturities 
longer than 18 months was doubled 
to 30 per cent; the real rate of 
interest on one-year deposits rose 
from a negative 14.6 per cent in 
1964 to a positive 8.1 per cent in 
1965. An important result was an 
increase in real savings, with the 
private savings rate accelerating to 
almost 13 per cent in 1969 from 


__ less than 6 per cent in 1965. Infla- 


23 M.J. Fry, “Saving, investment 
growth and the cost of financial 
repression”, World Development (New 
York), vol. 8, No. 4 (April 1980), 
pp. 323-324. 


24 Asian Development Bank, 
Domestic Resource Mobilization through 
Financial Development (Manila, 1984), 
vol. 1: Main report, p. 18. 


Table II.5. Selected developing ESCAP economies. Indicators of financial development, 


1971-1973 and 1981-1983 


(Annual averages in percentage) 


1971-1973 

Bangladesh 

M1/M2 54,34 

GPS/M2 2350 

M2/GDP 16.24 
Fiji 

M1/M2 Bie 

GPS/M2 31.2° 

M2/GDP 38.7° 
Hong Kong 

M1/M2 32.4 

GDS/M2 32.2 

M2/GDP 80.8 
India 

M1/M3 62.9 

GPS/M3 52.5 

M3/G DP 32.4 
Indonesia 

M1/M3 62.2% 

GPS/M3 79.94 

M3/GDP 16.73 
Iran, Islamic Republic of 

M1/M3 47.6> 

GPS/M3 98.4> 

M3/GDP 32.1> 
Malaysia 

M1/M3 37.1° 

GPS/M3 44.6° 

M3/GDP 51.8? 
Nepal 

M1/M2 Sosa 

GDS/M2 43.34 

M2/GDP 16.3° 
Pakistan 

M1/M3 66.8 

GPS/M3 18.7 

M3/GDP 52.3 
Papua New Guinea 

M1/M2 49.99 

GPS/M2 86.54 

M2/GDP 278° 
Philippines 

M1/M3 43.4 

GPS/M3 41.4 

M3/GDP 24.4 
Republic of Korea 

M1/M3 33.5 

GPS/M3 36.5 

M3/GDP 37.2 
Singapore ; 

M1/M3 37.0 

GPS/M3 24.6> 

M3/GDP 69.9 
Sri Lanka f 

M1/M3 50.4 

GPS/M3 34.7 

M3/GDP 25.6 
Thailand 

M1/M3 36.7 

NPS/M3 36.9 

M3/GDP 39.6 


1981-1983 


54.8 


Sources: Asian Development Bank, Key Indicators of Developing Member Countries of ADB, 
vol. XIV (April 1983); United Nations, Monthly Bulletin of Statistics, yol. XXXVIU, No. 6 (June, 
1984); IMF, International Financial Statistics Yearbook 1983, val. XXXVI (Washington, D.C., 1983); 


and Jnternational Financial Statistics, vol. XXXVII, No. 7 Guly 1984). 


Notes: GPS = Gross private savings. 


GDP = Gross domestic produ 


ross domestic 


savings. NPS = Net private savings. 41975-1977. ° 1972-1974. ©1981. © 1981-1982. © 1979-1980. 


1973-1975. 
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tion dropped from 35 to 9 per cent 
between 1964 and 1966, and the 
rate of real GDP growth went up to 
12 per cent from 6 per cent in 
1965.75 

A series of financial innova- 
tions and interest rate reforms were 
again implemented in the Republic 
of Korea in the late 1970s to 
counteract the adverse effects of 
negative real rates of interest from 


1973 to 1979. These effects in- 
cluded a slow-down in the rate of 
accumulation of semi-liquid finan- 
cial assets and, to a less extent, the 
rate of private savings. Nominal rates 
of interest, for example, on one-year 
time deposits were raised from 14.4 
to 18.6 per cent in June 1978 and 
24 per cent in April 1980.?° 


Indonesia experienced poor 
economic growth and _ hyper- 
inflation during the mid-1960s. 
Among other fiscal and monetary 
measures implemented for domestic 
economic stabilization over 1966- 
1969, nominal rates of interest on 
time deposits were raised substan- 
tially in 1968; the annual rates 
ranged from 48 to 72 per cent for 
deposits of 3 to 12 months.?’ This 
measure was followed by a drastic 
decline in the rate of inflation, a 
dramatic increase in quasi-money 


25 W.S. Kim, loc. cit., pp. 50-53; 
G.T. Brown, Korean Pricing Policies and 
Economic Development in the 1960s 
@altimore, Johns Hopkins University 
Press, 1973), p. 202; and A.G. Chanda- 
vatkar, “Some aspects of interest rate 
policies in the less developed economies: 
the experience of selected Asian coun- 
tries”, in W.L. Coats, Jr. and D.R. 
Khatkhate, eds., Money and Monetary 
Policy in Less Developed Countries, 
op. cit., pp. 519-520. 


26 JM. Dowling, Jr., Domestic 
Resource Mobilization through Financial 
Development — Korea (Manila, Asian 
Development Bank, 1984), pp. 21-22 
and p. 68. 


27 J.E. Esmael, “Money and credit 
policy in Indonesia 1966 to 1979”, 
Economics and Finance in Indonesia, 
vol. XXVIII, No. 1 (March 1980), pp. 
100-101. 
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and a significant improvement in 
economic performance. 

A series of financial reforms 
designed to promote, among other 
objectives, greater mobilization of 
financial savings and to improve 
financial intermediation were 
introduced in Indonesia between 
August 1982 and June 1983. In 
particular, state-owned banks were 
allowed to set their own rates on 
deposit for 12-24 months, and their 
lending rates for non-priority 
activities were also liberalized. 
Moreover, limitations on the 
acceptance of foreign currency 
deposits and the 20 per cent with- 
holding tax on domestic dollar 
deposits were withdrawn to 
encourage the repatriation of funds 
held abroad. Following these 
measures, the annual rates of 
interest on fixed deposits with 
state banks rose from a range of 
6-12 per cent to 15-18 per cent in 
June 1983; this represented a 
considerable increase in real terms 
as the consumer price index rose 
by about 12 per cent in 1983. 
Largely as a result, fixed deposits 
with state banks doubled to 2.8 
trillion rupiah in December from 
1.4 trillion rupiah in May 1983. 
At the same time, total time and 
savings deposits within the banking 
system increased by 51 per cent, 
or by almost 1.6 trillion rupiah. 

In Sri Lanka, the financial 
reforms in 1977 included a substan- 
tial hike in interest on fixed 
deposits, which was followed by 
a jump in the private savings rate 
from 10.6 per cent of GNP in 
1977 to almost 17 per cent in 
1978-1979. | However, the high 
rates of inflation of the late 1970s 
eroded significantly the real interest 
rate, which was 6.7 per cent in 
1978 on one-year time deposits.” ® 
Partly as a result of this decline, 
the rate of growth of private 


28 J. Lee, Domestic Resource 
Mobilization through Financial Develop- 
ment — Sri Lanka (Manila, Asian Devel- 
opment Bank, 1984), pp. 4748 and 87. 


savings has slowed down. Private 
savings amounted to 18 per cen 


of GNP during 1979-1980. Both 


in response to the negative effect 


4 


of inflation on savings mobiliza\ 


tion and in order to control 
inflation, deposit and lending rates 
of interest were raised significantly 
in 1980; the annual rates on 12) 
month fixed deposits rose from 
14-15 per cent to 20 per cent. 
while the lending rates were 
adjusted upward to 30 per cent. 
Several interest rates were increased 
further in the third quarter of 1981) 
and, as a result, the rates of interest 
on deposits in the early 1980s were: 
considerably higher than under the’ 
reforms introduced in 1977.) 
Although it is difficult to isolate 
and assess precisely the effects of 


the Government’s high interest rate) 


policy in a period of major policy 
changes and _ reorientation, it 


appears that the financial reforms 
have raised the volume of financial 
These: | 


savings in Sri Lanka. 


probably had a significant positivall 


impact on the comparatively rapid 


rates of economic growth and 


investment during 1978-1982.7° 

In fact, most 
ESCAP economies _ substantially 
increased nominal interest rates. 
during the late 1970s and the early 
1980s with a view to increasing 
real interest rates (see Table II.6). 
In many cases, there have been 


developing) | 


very steep increases when com- | 


pared with past standards. The 
maintenance of real positive 
interest rates on deposits also can 
be secured by measures to control 
inflation.?° In Malaysia, Singapore 
and Thailand, where rates of 


inflation had been comparatively — 
modest, it has often been possible | 


to guarantee a positive real rate of 


29 Thid., pp. 86-89. 


30 See, for example, D.W. Snyder, 
loc. cit., pp. 146-147; and A.P. Thirlwall, 
“Inflation and the saving ratio across 
countries”, Journal of Development 
Studies (London), vol. 10, No. 2 
(January 1974), pp. 154-174. 


i Table 11.6. Selected developing ESCAP economies. Nominal interest rates 
“lon 12-month time deposits, rates of inflation? and real rates of interest? 


Bo | (Percentages) 
ffee 


iin | 1971 1975 1979 1983 
tt Bangladesh 
rate Interest rate 5.0° to? 8.2 14.0 
al Inflation rate 1G:1~ "725.0 12.4 8.4 
ie Real rate of interest Sire dye | = 462 5.6 
ta ' Hong Kong 
if Interest rate 4.9° 5.8 9.8 9.4 
Inflation rate 7.4° 2.0 11.2 10.0 
vi Real rate of interest -2.5° 3844-14) 206 
ra India 
i Interest rate 6.0 8.0 7.0 8.0 
Oni Inflation rate 3.5 5.3 69.) 1977 
re Real rate of interest DES Dell 0.1 - 4.2 
et Indonesia 
d 
th Interest rate 24.0 15.0 9.0 18.0 
m1 Inflation rate 3.1 18.5 18.9 12.0 
| Real rate of interest 20.9 -3.5 - 9.9 6.0 
"Malaysia 
7 Interest rate GOs ae 8.019 921/710" 79.0 
i Inflation rate 1.4 4.2 3.5 3.5 
I) Real rate of interest 4.6 3.8 SH) BES) 
| Nepal 
mt Interest rate zee 15.0 12.0 1255 
i Inflation rate aur 12.4 6.2 9.8 
¢ Real rate of interest ane 2.6 5.8 PG) 
«Pakistan 
it Interest rate Sul 8.7 9.7 10.5 
H Inflation rate 6.7 26.8 6.7 ed 
Real rate of interest - 1.6 - 18.1 3.0 Sed 
1 | Philippines 
i Interest rate 6 6 9.5 11.0 14.2 
Inflation rate eens 8.7 18.7 10.3 
| ; Real rate of interest ak 0.8 -7.7 3.9 
Republic of Korea 
Interest rate 21.6 15.0 18.6 8.0 
} Inflation rate 14.3 25.0 18.6 325 
Real rate of interest 723 - 10.0 0.0 4.5 
Singapore 
Interest rate 6.0 5.8 7.6 6.7 
Inflation rate i129) 2 3.9 12 
Real rate of interest 4.3 Syyi/ Siy/ AY) 
Sri Lanka 
Interest rate 4.6 Mes 14.5 16.6 
Inflation rate 2.8 6.4 10.4 13.8 
Real rate of interest 1.8 0.9 4.1 2.8 
Thailand 
Interest rate 7.0 8.0 9.0 13.0 
Inflation rate 1.6 4.4 10.3 3.9 
Real rate of interest 5.4 3.6 - 1.3 9.1 


Sources: IMF, International Financial Statistics, various issues; Asian Development 
Bank, Key Indicators of Developing Member Countries of ADB, various issues; and 
national sources. 

4 As indicated by increases in the consumer price index. > Interest rate minus 
inflation rate. © 1972. 4 State banks only. 


interest without hgving to offer 
very high nominal rates.? 

There has been apprehension 
that high real interest rates may 
deter investment. The crucial 
determinant is not the high real 
cost of capital itself but that it 
should remain below the marginal 
productivity of capital. In fact, 
high real interest rates may improve 
the allocation of savings, and hence 
the efficiency of investment, as 
investment with low rates of return 
and remuneration under a low 
interest regime would become 
wholly unviable at high rates of 
real interest. Further, the flow of 
savings into institutions and the 
consequent greater efficiency in 
intermediation between savers and 
investors would tend to lower the 
cost of loanable funds. To the 
extent that the enlarged organized 
market is able. to accommodate 
credit demand previously satisfied 
in the informal capital market, the 
average cost of funds would fall.?? 

The low returns paid on 
deposits that have been the basis 
for the low cost of credit in formal 
markets also have necessitated 
credit rationing of various kinds, 
because demand for credit has 
been much higher at these prices 
than it would have been at higher 
prices. The process of rationing 
has tended to bring about a 
distribution of credit and therefore 
of resources based on considera- 


‘tions other than economic. These 


considerations include such factors 
as privileged access to credit 
institutions because of existing 
relationships and even personal 
acquaintance. Allocating credit in 
this fashion is not necessarily 


31 V.V. Bhatt, “Some aspects of 
financial policies and central banking in 
developing countries”, in W.L. Coats, 
Jr. and D.R. Khatkhate, eds., Money and 
Monetary Policy in Less Developed 
Countries, op. cit., p. 118; and V.V. 
Bhatt and J. Meerman, Joc. cit., p. 53. 


a2 D.R. Khatkhate, Joc. cit., pp. 
144-145. 
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conducive to its most productive 
uses, and some part of the explana- 
tion for low rates of growth in 
output, high investment and savings 
ratios notwithstanding, may lie in 
the pattern of misallocation con- 
sequent upon the low cost of 
credit. 

However, high interest rates 
cannot be suggested as a panacea 
for all problems related to the 
promotion and the mobilization 
of savings. Financial repression 
may exist even in a high interest 
tate regime. Financial institutions 
can be subjected to excessive 
regulation even in the absence of 
an administered low interest rate 
policy. A high interest rate policy 
in the formal sector may not 
succeed in a situation where money 
and credit markets are fragmented 
due to the underlying nature of 
the rest of the economy. In addi- 
tion, savings-investment decisions 
may be significantly determined by 
the whole set of macro-economic 
policies encompassing fiscal, mone- 
tary, trade and exchange rate 
policies as well as a variety of other 
external and internal economic 
circumstances. 


(ce) Institution-building policies 


Most developing ESCAP 


economies have made conscious 
efforts to promote the growth of 
financial institutions with a view 
to facilitating the mobilization of 
savings. The gradual development 
of an extensive network of financial 
intermediaries appears to have 
contributed significantly to the 
accumulation of savings in financial 
assets and can be of crucial impor- 
tance in sustaining the momentum 
of such accumulation. 


(i) Expansion 
services 


of banking 


One direction of institution- 
building efforts has been to increase 
the number of bank branches so as 
to ease access to bank offices by 
the population. Though specific 
information is not readily available 
in respect of many countries, it is 
apparent that this has happened on 
a fairly wide scale. The number of 
bank branches, especially in rural 
areas, rose rapidly after the 
nationalization of major commer- 
cial banks in both Bangladesh and 
Pakistan in 1972. The most 
phenomenal expansion in the 
number of branches perhaps has 
been in India. The banking net- 
work consisted of 42,016 offices 
as of June 1983 compared with 


Figure [1.4. Selected developing ESCAP economies. Population per deposi- 


tory mstitution branch, 1965-1982 
(Thousands) 
100 
90 | 


[ ] 196s 
[ ] 1972 
[] 1977 


India Pakistan Republic Sri Lanka Thailand 
of Korea 
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8,321 at the time of nationaliza. 
tion of major scheduled banks ir 
July 1969. 


cent in June 1983.73 


of rural population per deposito 
institutional branch fell fro 


416,000 in 1965 to just over 
In Sri Lanka 
a tremendous — 
expansion of bank branches im 
Similarly, there 


25,000 in 1982. 
also, there was 


the early 1970s. 


The proportion of 
tural offices to the total number 
of offices was 22 per cent in July — 
1969 and rose sharply to 54 pen 
The numbe | 


has been a consistent increase im 


the number of bank branches ir 
the Republic of Korea and, at a 


more modest rate, in Thailand. ; 
In consequence, the decade 


of the 1970s has witnessed a 
marked decrease in the number 
of population covered by each 


banking office (see Figure II.4). 
It has been estimated that during 


the two decades 1961-1981 the 


reduction in the population per 
tural branch helped 
national savings rate by about 4-5 
per cent in India, Nepal and the 


Republic of Korea, and by 8.6 per 
The exten- | 


cent in Sri Lanka.>4 
sion of branch banking, however, 
helped raise the rate of national: 
savings by only 0.8 per cent in 
Thailand. 

However, a policy in favour of 


indiscriminate branch expansion — 


into rural areas may be unworkable 
unless some form of (financial) 
subsidy or cross-subsidy is granted, 

because not all rural branches may 
be financially viable. Besides, 
intercountry differences in results. 
also suggest that the mere physical. 
presence of bank branches often 
has not been sufficient for the 
intended purposes. Other important 


33 


raise the) 


Reserve Bank of India, Report on 


F 


{ 


Currency and Finance, Vol. I: Economic — 
Review 1982/83 (Bombay, undated), 


pp. 145-146. 


Asian Development Bank, Domes- 
tic Resource Mobilization through 
Financial Development, vol. IU: Appens | 
dixes, p. 44. 
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Box II.3. Grameen Bank: a bank for the poor in Bangladesh 


Grameen Bank of Bangladesh was 
set up in October 1983. It isa unique 
banking institution designed to assist 
in meeting the needs for credit of the 
landless rural poor exclusively. It is 
also a commendable effort towards 
incorporating some of the features of 
informal credit markets in a formal 
institution. 

The genesis of the Grameen 
Bank dates back to December 1976 

when Bangladesh Krishi Bank col- 
laborated with the Rural Economics 
Programme (REP) of the Department 
of Economics of Chittagong University 
in launching a project aimed at pro- 
viding credit and thereby increasing the 
income-earning capacity of the poor 
in a particular village. The success of 
this project caught the attention of 
several commercial banks and of the 
central bank, the Bangladesh Bank. 
With their co-operation, an expanded 
version of the project covering a fairly 
wide territory was started in 1979. In 
1982, the project was further expanded 

with assistance from the International 
Fund for Agricultural Development 
amounting to $3.4 million to provide 
tefinancing facilities. In October 1983 
the project was converted into a full- 

| scale bank. These stages in the devel- 
opment of Grameen Bank go to 
show that the institution emerged 
out of extensive experience in credit 
transactions with the rural poor. 


variables in the increased mobiliza- 
tion of private savings include the 
suitability of working hours to the 
local population, the ease of 
depositing and withdrawing funds, 
new savings facilities, and 
new lending techniques suited to 
local requirements. It also would 
help to employ local personnel and 
to provide sufficient autonomy for 
branches to extend loans in some 
categories without recourse to a 
regional or the head office.*® 
Management factors are also im- 


35 GJ. Abbott and D.A. DeRosa, 
Domestic Resource Mobilization through 
Financial Development — _ Pakistan 
(Manila, Asian Development Bank, 
1984), p. 72; and V.V. Bhatt and 
J. Meerman, loc, cit., pp. 54-55. 


Sixty per cent of the equity 
capital of the Bank has been con- 
tributed by the Government. The 
remainder has come from the landless 
borrowers themselves, with the 
contribution by females propor- 
tionately the same as from male 
borrowers. There is also equal rep- 
resentation of males and females 
among the field staff of the Bank. 

In order to be entitled to a 
loan from the Bank, an individual 
has to be poor, defined as someone 
whose family owns less than 0.5 
acres of land. An additional require- 
ment is that the value of all family 
assets does not exceed the market 
value of one acre of medium-quality 
land in the area. The borrower has to 
be a member of a group, the other 
members of which must also be poor 
as defined above. Loans can be granted 
either to a group as a collective entity 
or to its members as individuals. Even 
in the case of loans to individuals, 
there is aninformal group responsibility 
for its repayment. No material col- 
lateral requirement is postulated. 

The 5-10 members of the groups 
are encouraged to save and deposit ina 
group fund, with a minimum compul- 
sory requirement of one taka per 
week per individual. The deposits in 
the group fund are used for loans for 
specified purposes to members of the 
group. In addition, the members 


portant in this connection. New 
offices are often manned by 
inadequately trained personnel, and 
this may create problems for both 
the controlling offices and the 
users of financial services. 

The poor opportunities for 
borrowing, by denying credit on 
reasonable terms, tend to reduce 
the volume of potential income 
and savings. The limited facilities 
may, in addition, make it neces- 
sary for a significant portion of 
non-corporate investment to be 
financed through informal markets 
at interest rates ranging from 
35 to 70 per cent per annum in 
real terms.?® At these interest 


36 A.G. Chandavarkar, “Impact of 
monetization and commercialization of 


contribute to an emergency fund, 
which mainly acts as an insurance fund 
in the event of death or disability. At 
the end of March 1984, these savings 
amounted to well over Tk 20 million.” 
This is, indeed, a substantial ammount 
of savings, considering the economic 
condition of group members. 

By the end of the first year of 
operation, the Bank had opened 
over 100 branches serving 2,100 
villages. The number of borrowers 
reached 110,000, of whom over 50 
per cent were women. Total disburse- 
ments of credit exceeded Tk 400 
million. The recovery rate was 99 per 
cent, far exceeding the rate in any 
other financial institution in 
Bangladesh. 

Grameen Bank remains a small 
effort in eradicating the gigantic 
problem of poverty in Bangladesh. 
But it constitutes a major experiment 
in breaking the well-known vicious 
circle of poverty and in contributing to 
an expansive new cycle of “low- 
income, credit, investment, more 
income, more credit, more investment, 
more income”.> 


4 Bangladesh, Economic Survey 


1983/84 (Bengali version), p. 157. 


b Mohammad Yunus, “Introduc- 
tion to Grameen Bank” (Dhaka, 
1984), p. 6 (unpublished), 


rates, worthwhile socially produc- 
tive projects are unlikely to be 
implemented. Moreover, they may 
be so high as to be profitable in 
only speculative or socially 
undesirable forms of investment. 

Another consideration is that 
small farm and non-farm enter- 
prises often reinvest their savings in 
their own activities, even if rates of 
return are lower than elsewhere, 
due to the absence of attractive 


the subsistence sector on savings and 
credit in rural areas”, loc. cit., p.52. See 
also U Tun Wai, “A revisit to interest 
tates outside the organized money 
markets of underdeveloped countries”, 
in W.L. Coats, Jr. and D.R. Khatkhate, 
eds., Money and Monetary Policy in 
Less Developed Countries, op. cit., pp. 
532-544, 
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alternative financial assets. A 
convenient instrument (e.g. a 
transferable certificate of deposit 
or fixed deposits of various maturi- 
ties) yielding a positive real return 
would help mobilize these savings 


and make them available for 
investment in  high-productivity 
projects. This, in turn, would 


raise the overall productivity of 
available capital. 

The integration of financial 
markets would be further strength- 
ened if closer links were established 
between banks and credit co- 
operatives. Co-operative societies 
have the potential capacity to 
meet the specific banking needs of 
small enterprises at low administra- 
tive cost, to enforce repayment 
with non-economic sanctions, to 
provide technical assistance to 
groups of people and to recruit 
local staff at relatively low wage 
and salary scales. The co-operative 
movement, although not universally 
successful across the developing 
ESCAP region, has played a useful 
role in providing institutional credit 
in several economies, including 
Bangladesh, India, Nepal, Pakistan, 
the Republic of Korea, Sri Lanka 
and Thailand. Unlike commercial 
banks, co-operative societies 
generally are not in a position to 
command large resources. There is 
thus much scope for comple- 
mentary co-operation mutually 
beneficial to both sets of institu- 
tions. Some collaboration of this 
nature was established in Sri Lanka 
in the 1970s when branch offices 
of the People’s Bank collaborated 
with co-operative credit societies to 
provide banking services mostly to 
agriculture. 


(ii) Development finance insti- 
tutions 


Development finance institu- 
tions (DFIs) have been set up to 
provide longer-term credit to 
agricultural and industrial projects, 
often at relatively favourable terms, 
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in virtually all developing ESCAP 
economies. These institutions 
usefully fill the void created by 
the inability of commercial banks 
to provide long-term investment 
credit. DFIs vary vastly in size: 
the Industrial Development Bank 
of India and the Development Bank 
of the Philippines, for example, 
have assets of several United States 
billion dollars, while the develop- 
ment banks in small South Pacitic 
countries (e.g. Samoa and Tonga) 
command resources of a few 
million dollars.>7 

The large majority of DFIs are 
funded by Governments and public 
sector institutions and, to a less 
extent, by multilateral agencies 
(e.g. the World Bank, the Asian 
Development Bank) and other 
external sources. Government 
support (in the form of credit 
guarantees) has been of crucial 
importance even in the case of 
private or semi-private DFIs, where 
a large portion of their funds comes 
from institutional investors. 
Generally, the level of domestic 
borrowings, particularly from 
private individuals, has remained 
limited.*® This is largely due to 
comparatively low rates of returns 
offered on equity investment. 
Therefore, DFIs can be said to 
have facilitated private sector 
savings only indirectly by raising 
the flows of aggregate investment, 
and hence of income and savings, 
and by increasing capital produc- 
tivity through the provision of 
specialist expertise in technical, 
financial, economic and manage- 
ment aspects of projects financed 
by them. 

They can secure larger subscrip- 
tions to their capital by establishing 
links with co-operative and com- 


37 KN. Kohli, “Industrial develop- 
ment: role of specialized finance institu- 


tions”, Asian Development Bank 
Economic Staff Paper 11 (August 1982), 
Da 25¢ 

38 id, p. 33. 


mercial banks. A larger spre 
between the cost of borrowin 
and lending would enable DF 
to offer reasonably competitiv 
returns to share- or bond- holder 
so as to promote and mobiliz 
private sector savings. It would als 
help prevent or reduce the frag 
mentation of finance markets ani 
inefficiencies in the allocation a. 
investments because of a failur” 
to reflect the relative scarcity 
of resources.2° DFIs in th: 
Philippines, the Republic of Korea. 
Singapore and Thailand, for e 

ample, have earned high rates @ 
return on equity and paid soait 
dividends to shareholders for some 
time.*° ‘| 


(iii) Social security schemes i 


The role of social security 
systems, such as statutory provi 
dent funds and life insurance 
schemes, in the mobilization o- 
private savings has been increasingly, 
recognized. Most social security 
programmes in the developing 
countries were launched, or im» 
proved and extended, about # 
decade ago. There are at presen” 
few countries in the developing’ 
ESCAP region that do not have 
at least one such programme. Life 
insurance premiums, although 
potent source of savings mobiliza 
tion, constitute a very smal! 
proportion of gross private savings 
in the large majority of the devel: 
oping countries in the ESCAF™ 
region. Provident funds are 
regarded as a much more significant 
source of private savings than life: 
insurance in several developing: 
countries.*‘ The following dis- 
cussion focuses on provident funds. 

A statutory provident fund is: 
basically a scheme for compulsory 
saving by individuals. Fund mem- 


39 Ws. Kim, loc cit, p. 44; andl 
V.V. Bhatt and J. Meerman, Joc. cit., 
po l0E 
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K.N. Kohli, loc. cit., p. 39. 


41 T.I. Mathew, loc. cit., p. 114. 
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bership is compulsory for most 
persons in formal wage and 
salaried employment; self-employed 
workers may elect to join a prov- 
ident fund in some schemes. For 
a variety of reasons, including 
administrative difficulties, casual 
workers and workers in the 
informal sector and in rural areas 
are excluded from coverage. 
Contributions equivalent to a 
specified percentage of 
earnings are usually paid to an 
individual (personalized) account 
by the worker and his employer 
(see Table II.7). Interest is paid 
usually on the outstanding balance 
of the account at the beginning of 
each fiscal year. The proportions 
in which employers and employees 
contribute to provident funds vary 
among countries. In Singapore, 
contributions to the Central Provi- 
dent Fund (CPF) are substantially 
higher than elsewhere in the region. 
Out of the total contribution of 
50 per cent, 10 per cent can be 
withdrawn to meet medical and 
other specified expenses. On the 
Strength of the balance, employees 
may borrow to purchase residential 
property under various CPF pro- 
grammes, or to pay instalments on 
a housing mortgage loan. 
Contributions to provident 
funds are of considerable signif- 


‘icance in Malaysia and Singapore: 


net annual contributions were 
equivalent to 14 and 25 per cent 


,tespectively of their GPS in 1981. 


Contributions to provident funds 
in Sri Lanka, although rising 
steadily in the late 1970s, were on 
the average less than 10 per cent 
of GNS during 1980-1981.4? 

There is not sufficient evidence 
to support generalizations con- 
cerning the impact of national 
provident funds on domestic pro- 


42 M.R. McGillivray, “Statutory 
provident funds and internal savings in 
developing countries”, paper presented 
at the international seminar on Financ- 
ing for Development, Kuala Lumpur, 
September 1984, p. 17. 


Table 11.7. Selected developing ESCAP economies. Years of commence- 
ment, rates of contribution and registered members of provident funds 


Year of 
commencement 
Fiji 1966 
India 1952 
Indonesia 1977 
Kiribati 1977 
Malaysia 1951 
Nepal 1962 
Papua New Guinea 1981 
Samoa 1972 
Singapore 1951 
Solomon Islands 1976 
Sri Lanka 1958 


Contribution rate 


(percentage of wages) 


Registered 
members 
(thousands, 1982) 


Total Employer 

14,007 7.00 133° 

12.50° 6.25° 77704 
3.00 2.00 

10.00 5.00 

20.00 11.00 4194 

20.00 10.00 

12.00 7.00 

10.00 5.00 52 

50.00 25.00 1725 

12.50 7.50 45 

20.00 12.00 1 387° 


Sources: W.R. McGillivray, “Statutory provident funds and internal savings in 
developing countries”, paper presented at the international seminar on Financing for 
Development, Kuala Lumpur, September 1984, p. 2. 


a Including 2 per cent allocated to pension buffer fund. P 1983. © Rates are 
16 per cent in total and 8 per cent for employers in certain establishments; total 
includes 2.33 per cent shared equally for the partial financing of social insurance 
survivors’ pensions. d Pius 3,794,000 members in exempted schemes who do not con- 
tribute to the Employees’ Provident Fund. © 1978. 


pensities to save.** It is, however, 
probable that contributions from 
low-income groups are made almost 
wholly at the expense of current 
consumption. Contributions by the 
middle- and higher-income groups 
may be partly offset by a reduction 
in voluntary savings. Nevertheless, 
given the disproportionately large 
base of low-income groups in 
formal wage and salary employ- 
ment, it is likely that the savings 
collected under provident funds 
would not have been otherwise 
available to the economy. Another 
advantage of compulsory savings 
schemes of this nature is that they 
help to institutionalize further the 
process of allocating savings to 
investment. 

Measures to extend the 
coverage of and participation in 
statutory provident schemes would 


43 Thid., pp. 16-17; and T.I. Mathew, 
loc. cit., p. 120. 


be a most useful step. More attrac- 
tive returns to savings raised 
through the captive provident funds 
can be a means of achieving this 
end. Many provident funds pay 
interest rates that, in recent years, 
have been lower than the domestic 
rate of inflation. Higher returns are 
linked with the question of better 
yields on government debt instru- 
ments, which account for a sizeable 
proportion of assets held by prov- 
ident fund schemes. 


(iv) Capital markets 


Many developing ESCAP 
economies have developed at least 
the rudiments of an organized 
capital market. Stock markets 
operate in several countries. How- 
ever, the volume of transactions is 
usually very small. The funds 
tapped by local companies through 
the primary stock market 
amounted to about 8-10 per cent 


ut 


of GNS in Malaysia, Pakistan and 
Singapore in the early 1980s. One 
of the reasons» for the under- 
development of capital markets is 
that shares, debentures or securities 
offered by corporations do not 
normally coincide with the pref- 
erences of savers regarding 
liquidity, denominations and 
marketability. There is also the 
sheer paucity of new issues because 


One of the interesting features of 
the Indian capital and credit markets 
is the practice of enterprises, not in the 
business of finance, accepting deposits 
from the public as a means of financing 
their expenditure. These deposits are 
different from security deposits, inter- 
company deposits and advances against 
orders or receipts of other similar 
nature. The depositors receive no 
instruments of debt, such as bonds or 
debentures, and deposit and withdraw 
funds much as at a bank. These activ- 
ities of non-financial companies are 
regulated under the Companies (Accep- 
tance of Deposits) Rules promulgated 
in 1975. 

The advantage to the lenders is 
that they receive a higher rate of 
interest than from banks. The enter- 
prise obtains resources at less cost than 
from banks and, perhaps more im- 
portant, without the delay and inves- 
tigations that recourse to a bank would 
require. The practice therefore has its 
origin in the wide spread between 
deposit and lending rates of banks and 
the inconvenience and the cost of 
waiting when enterprises go to banks 
for loans. With a spread of about 10 
percentage points between deposit 
tates and on advances to enterprises 
since the late 1960s, it has been to the 
advantage of both lenders and bor- 
rowers to resort to this mode of finan- 
cial transaction. 

The number of deposit accounts 
has grown rapidly since 1968, quadru- 
pling between 1968 and 1974 and 
tripling again between 1974 and 1982. 
There was a particularly sharp increase 
between 1981 and 1982. The volume 


Based on Reserve Bank of India 
Bulletin, various issues. 
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finance is raised in forms other than 


the issue of shares and bonds. 

In the short run, it cannot be 
expected that there will be any 
dramatic progress towards develop- 
ing a diversified capital market with 
large volumes of transactions. In 
the longer run, however, it would 
be worthwhile pursuing efforts 
towards encouraging the growth of 
primary and secondary markets for 


Deposits with non-financial companies 


negotiable papers. i 
(v) Unorganized market 


Informal financial markets, | 
various forms and arrangemen’, 
exist in both the urban and ruil! 
sectors of most of the developi 
ESCAP region. It is almost ix 
possible to measure the dimensio, 
of this apparently vast market. 

The persistence and populari : 


Box II.4. Deposits with non-finance companies: a means of | 
financing in a fragmented market2 


Number of accounts Total deposits Average deposits 4 

(hundreds) (million Rs) (Rs) 7 

1968 3 869 3541 9152 | 
1974 16 959 7 246 4272 al 
1980 22 656 18 410 8126 4] 
1981 28 501 27 123 9516 | 
1982 48193 37 462 (7713 a 


of deposits increased more than ten- 
fold between 1968 and 1982 and 
were equivalent to about 10 per cent 
of deposits with all scheduled banks in 
1982. The amount in the average 
deposit fell steeply in 1974, indicating 
that probably persons in progressively 
lower income brackets were beginning 
to deposit funds with non-finance com- 
panies. This figure again rose substan- 
tially in later years, but declined in 
1982 when it was less than in 1968. 


There were 2,750 companies 
that held deposits in excess of Rs 2.5 
million, holding among them Rs 
13,057 million. The average amount 
of deposits in each company was 
Rs 4.75 million. These deposits 
amounted to 19 per cent of their aggre- 
gate net owned funds. Companies in 
the engineering, cotton textile and 
chemical industries held 49 per cent 
of all deposits in March 1982, while 
the rest was spread over a large number 
of other industries. Public limited 
liability companies with wide areas 
of operation and large resources have 
attracted most deposits. Thirty-one 
government-owned companies held 
Rs 2,445 million in deposits, these 
having been allowed to accept deposits 
in 1980/81. 


Regionwise, 45 per cent of the j 


deposits were in companies in Maha-| 
rashtra, 13 per cent in Tamil Nadu, 10! | 
per cent each in Gujarat and West | 
Bengal and 6 per cent in Delhi; to- 
gether they held 84 per cent of all | 
deposits. The predominance of these) 
four states and the Union Territory of 
Delhi has prevailed since 1972, which 
is the earliest year for which the rele- | 
vant statistics were published. : 

With effect from 1 April 1978, | 


enterprises are prohibited from accept- 


ing deposits of this nature exceeding a 
maturity of three years. Moreover, the . 
amount of such deposits cannot exceed 
35 per cent of the aggregate net owned 
funds of a company. In spite of long 
experience and regulation of these 
deposits by monetary authorities, some 


concern regarding “non-negligible risk _ 


of default even by larger companies” 
persists.° It is nevertheless an in- 
teresting device for mobilizing domes- 
tic resources and is worthy of 
examination by countries where capital 
markets are not fully developed. 


b P.D. Ojha, “Recent trends in 
Indian capital market”, Reserve Bank — 
of India Bulletin (Bombay), February 
1984, p. 89. j 


“of non-institutional sources of 
‘finance, despite the high real rates 

‘of interest** in informal markets, 
| suggest the greater importance of 
i! availability rather than cost in 
‘tt these markets. Lenders in this 
lit market operate practically 24 hours 
Mf a day every day of the year; the 
i amount of each loan granted and 
' the rate of interest relate more to 
li) the “character” of the borrower 

‘than to any material collateral 
~ offered or required.*® The demand 


for consumption loans, especially in 
‘iural areas, is met largely by this 


44 This is due to a variety of factors. 

' There is an extensive literature on the 

— subject. See A. Bottomley, “Interest 

i tate determination in underdeveloped 

tural areas”, in W.L. Coats, Jr. and 

— D.R. Khatkhate, eds, Money and Mone- 

tary Policy in Less Developed Countries, 

op. cit., pp. 449-464; A. Bhaduri, “On 

_ the formation of usurious interest rates 

in backward agriculture’’, in W.L. Coats, 

Jr., and D.R. Khatkhate, eds., Money 

_ and Monetary Policy in Less Developed 

| Countries, op. cit., pp. 465-477; M. 

~ Long, “Interest rates and the structure 

tt of agricultural credit market”, in W.L. 

ke Coats, Jr., and D.R. Khatkhate, eds., 

{| “Money and Monetary Policy in Less 

a Developed Countries, op. cit., pp. 479- 

it 490; and U Tun Wai, loc. cit., pp. 531- 
— 548, 


dl} 
a 6 45 “ 

A.G. Chandavarkar, “Impact of 
i monetization and commercialization of 
the subsistence sector on savings and 
credit in rural areas”’, loc. cit., p. 188. 


market. Though these markets 
perform some useful functions not 
covered by the formal financial 
sector, they do not contribute 
much to the flexibility of the 
saving-investment process.  Bor- 
rowers from the unorganized 
market often need to keep a higher 
ratio of cash balances than do 
persons with easy access to formal 
financial intermediaries. Further- 
more, these borrowers may have to 
accumulate a certain amount of 
tangible assets as lenders in the 
unorganized market may demand 
payment in kind as a hedge against 
inflation and for added security. 

A viable strategy to mobilize 
the savings and investment poten- 
tial so far confined in the informal 
financial markets would thus have 
two major points of focus. The 
first concerns the establishment of 
financial links between this market 
and formal institutions. Among 
other things, this would help reduce 
the degree of financial dualism and 
fragmentation, redress to an in- 
creasing extent the urban bias of 
the formal institutions by increas- 
ing their regional financial spread 
and density and, in the longer run, 
unify the various markets and 
reduce differentials in interest rates 
in different markets. 

The second point relates to the 


incorporation of some of the 
management techniques underlying 
the operations of informal markets 
in the procedures and practices of 
formal sector institutions. For 
instance, a crop in the ground is 
normally considered to be poor 
security by formal institutions 
because of the unpredictable 
instability in agricultural prices 
arising out of hazards of weather 
and so on. Standing crops can be 
used as collateral with formal 
sector institutions with the intro- 
duction of crop insurance. Real 
assets, such as cattle, trade tools 
and implements, can also be made 
acceptable collateral for lending. 
The feasibility of accepting collec- 
tive guarantees as collateral, parti- 
cularly for rural loans, deserves 
serious consideration. Some coun- 
tries in the region (notably Bangla- 
desh, India, Nepal and _ the 
Philippines) have already taken 
some steps in this direction. 

Some of the other charac- 
teristics of the informal sector may 
also be worth emulation. These 
include greater flexibility in lending 
procedures, more acceptable 
business hours, immediate access 
to sanctioned funds and a higher 
degree of reliance on capacity to 
repay rather than the ownership of 
assets for collateral. 
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III. GOVERNMENT SAVINGS 


lhe mobilization of financial 

resources for accelerated 
growth is an important objective of 
fiscal policy in developing coun- 
tries. Governments in developing 
economies directly undertake 
investment in various sectors, 
including infrastructure, and also 
promote the generation and 
mobilization of savings. The 
rudimentary nature of money and 
capital markets in developing 
countries makes it necessary that 
Governments take an active role in 
the mobilization of domestic 
savings. Fiscal policies explicitly 
aiming at raising government 
savings thus assume major im- 
portance in the mobilization of 
domestic resources in developing 
countries. 

While recognizing that the 
mobilization of resources is hardly 
ever the sole objective of fiscal 
policy, this chapter contains mainly 
a review of the experience of 
Governments in the developing 
ESCAP region in raising revenue 
and in containing current expen- 
diture in order to generate a surplus 
that will finance capital forma- 
tion in the economy. The surplus 
on current account in the govern- 
ment’s budget is the measure of 
government savings. In contrast to 
private savings, which is that 
part of disposable income that is 
used to raise production capacity, 
government savings is a somewhat 
ambiguous term. 

Some part of current expena:- 
ture may, in fact, represent invest- 
ment in “human capital” to render 
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material capital productive.’ The 
presence of “tax expenditures” 
creates another thorny problem 
in assessing the government 
contribution to domestic capital 
formation.2 This chapter is con- 
cerned with the direct contribu- 
tion of the central government to 
domestic capital formation by 
generating savings. Indirect con- 
sequences of budgetary operations, 
which are difficult to quantify, are 
kept out of the purview of this 
analysis. Although data used in 
this analysis have been standardized 
to an extent, intercountry com- 
parisons should be made with 
much caution. One of the major 
reasons for caution is that the 
figures do not adequately reflect 
the relative role of government and 
the private sector, the extent of 
federalism and decentralization in 
governments etc., which differ 
among countries. 


A. ROLE OF GOVERN- 
MENT INVESTMENT 
AND SAVINGS 


As measured by the ratio of 
government expenditure in gross 
domestic product (GDP), the size 


: J.A. Schumpeter, The Theory of 
Economic Development (Cambridge, 
Massachusetts, 1934) (English edition). 


2 For a discussion of this issue, see 
Economic and Social Survey of Asia and 
the Pacific 1982 (United Nations pub- 
lication, Sales No. E.83.I1.F.1), Box 
IL5., p. 116. 


‘of government expanded at varyin 
rates throughout virtually the entir 
developing ESCAP region durin 
the decades of the 1960s an 
1970s.2 This trend appears to bi 
continuing in the 1980s. Betweei 
1980 and 1981, for instance, ou 
of a sample of 16 countries, thi 
only country in which there wa 
any noticeable decline in the rati 
of government expenditure t 
GDP was Sri Lanka. In mos 
others there was an increase. Thi 
ratio varied widely, ranging from 1: 
per cent in the Philippines to 4 
per cent in Malaysia in 1981, witl 
about half of the countries fallin 
within the range of 14 to 20 pe 
cent. 


1. Volume of government 


investment 
Perhaps even more clearh 
indicative of the government’ 


involvement in the developmen 
process of a country is the share o 
public investment in total domesti 
fixed capital formation. Th 
breakdown of aggregate investmen 
into public and private sector share 
is available for only a few ESCA 
economies. As shown in Tabl 
II.8, there are marked difference 
among the countries, as with th 
ratio of government expenditure i 
GDP. Generally, public investmen 
forms a large share in the econ 
omies of South Asia, ranging it 
1981 from 42 per cent in Nepal t 
64 per cent in Pakistan. The excep 


3 Tbid., p..105, Table I1.2. 


| Table 11.8. Selected developing ESCAP economies. Share of public investment in total investment, 1973-1982 


(Percentages) 
T9735) 1974 1975 1976 == «1977 
Bangladesh 77.9 54.5 50.0 45.3 46.6 
Fiji’ 29.9 
Hong Kong* 18 S,8) 2 15.5" 714,87)" 168 
India Apa 739.0 46.8 » 48.2 40.2 
Iran, Islamic Republic of* 55.8 59.9 51.0 Dork 56.4 
_ Malaysia” 30:0) 284 37.7; 404 412 
_ Nepal* ists ist iy Save 
Pakistan* Sis 263.8) 67.9: 71.5 70.6 
Republic of Korea” er aio, 188° 20:0: 19.5 
Sri Lanka 25.9 39.5 36.3 40.2 Byes} 
_ Thailand* AD eRAT Ss ASA 9306 430.1 


1978 1979 1980 1981 1982 
SAS. edt a S890 SR TA SOG 
0 ison ison ee 
49.3 175 148 148 199 
421 450 443 47.6 
603s 4564 48.70 aS, hae 
36.4 382 372 423 45.6 
De Ce ey oy ee 
GO. 692 OTL 636 NGA 
17.2 183° 218 248 240 
418 027.7) 253° 17,0" 17,0° 
AUS. <29'8 359. 684370 


| 


Sources: National sources, 
a 


Share of government sector in gross domestic fixed capital formation. 


b Estimated. ° Financed from budgetary resources, 


excluding investments financed from retained profits and borrowings of public corporations. 


tion appears to be Sri Lanka, 
where the share of public invest- 
ment was 17 per cent in 1982. It 
had been declining since changes in 
policy in 1977 when the share was 
over 35 per cent. However, if 
investments undertaken by public 
corporations financed by retained 
earnings and borrowing on their 
Own account are included, the 
total share of public investment in 
Sri Lanka would be much larger. 
Over the past decade, while in 
India the share of public investment 
remained almost stable at about 45 
per cent of the total, in Pakistan 
and Sri Lanka it has been on a 


steady declining trend after having 


reached a peak in 1976. This 
reflects a renewed commitment to 
the role of the private sector in 
these countries. A similar situation 
arose in Bangladesh after 1980. 

In the Republic of Korea and 
Thailand, after having fluctuated 


around 20 and 30 per cent respec- 


tively during most of the 1970s, 
the share of the public sector in 
total investment has shown a 
tendency to rise since 1980. In 
several other countries, there was an 
increase in public investment in the 


early 1980s, probably indicative of 
government efforts to offset the 
effects of the decline in other 
components of aggregate demand in 
the early years of this decade. 

While the figures in Table I1.8 
do not necessarily reflect public 
investment financed out of 
government budget only, these 
proportions indicate the relative 
importance of the role assumed by 
Governments in developing coun- 
tries in the ESCAP region in the 
pursuit of economic development. 
The larger a government’s invest- 
ment in the economy, the greater is 
the significance of efforts by the 
government to generate government 
savings. 


2. Quantitative importance of 
government savings 


In most developing countries 
of the ESCAP region, as shown in 
Figure 11.5, government savings 
account for a minor part of 
aggregate savings. The share of 
government savings in domestic 
savings is generally less than 20 per 
cent. Only in the cases of Burma, 
Indonesia and Singapore has the 


ratio been 20 per cent or more in 
the early 1980s. In the case of 
Indonesia, large amounts of oil 
revenues have contributed to a 
high current account surplus. 
Other countries where the share 
of government savings in total 
savings has remained high and has 
been increasing since 1976 are Fiji, 
Malaysia, the Philippines and the 
Republic of Korea. 

Comparing the performance 
until the mid-1970s with that of 
the later period, in six countries 
out of the 13 in Figure II.5 there 
has been a substantial increase in 
the proportion of government 
savings in total domestic savings. In 
Burma, Malaysia and Pakistan, 
government savings have become 
positive since the mid-1970s, chang- 
ing an earlier pattern. The reversal 
has been particularly striking in 
Burma. In others of the countries 
considered, government savings as a 
percentage of total savings have 
declined by varying degrees. The 
trend is cause for much concern in 
the case of Papua New Guinea, Sri 
Lanka and Thailand, where negative 
savings are recorded for the period 
1976-1981, while in Singapore the 
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Figure II.5. Selected developing countries in the ESCAP region. Share of government savings in gross nationg 
savings, 1972-1981 { 
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a Table 11.9. Selected developing countries in the ESCAP region. Share of government savings in GDP, 
| 1972-1981 
i 


(Percentages) 
LS Zee O7S el 9745 97S 1976 | 1977 1978S 1979 1980N 19ST 
| Burma 425 5-24-22 0.6 2.6 2.5 4.6 8.94 42 
Fiji 3.5 2.8 1.5 3.6 Des 1.9 1.8 IES | 2.1 3.8 
_ India Ror 1.3 153 1.1 ie 2 0.2 - 0.6 
' Indonesia 4.9 4.7 5.0 6.2 Ws 8.0 8.0 9.6 10.3 127 
Iran, Islamic Republic of 5.3 8.2 14.2 13.3 13.3 11.2 3.4 2.8 -4.7 -0.6 
Malaysia -2.1 -0.2 153 0.6 0.5 1.6 Sal 4.7 Us} 3.7 
Pakistan -0.7 -0.6 -1.4 0.1 0.8 0.7 -0.2 1.8 - 
( Papua New Guinea ene eee Rat -7.8 -7.6 -10.7 -9.0 -9.6 -9.3 11.3 
' Philippines 0.7 1.3 3.2 17, 1.5 123 255 3.8 3.8 3.0 
Republic of Korea 0.3 1.6 1.6 2.8 3.9 3.4 3.8 4.0 3.1 3.4 
Singapore 6.7 thal 8.9 8.3 7.0 eS 7.4 el) 9.6 7.8 
Solomon Islands ates aris sche =5:3 -4.4 -4,3 8)n// ae shat arate 
Sri Lanka -1.6 0.4 0.5 -0.7 -1.1 -0.3 -1.6 -0.2 -4.5 - 2.4 
Thailand 0.6 = 3.4 1.0 0.2 heal 0.5 Ne - 0.3 = 


Sources: IMF, Government Finance Statistics Yearbook (Washington, D.C.), various issues; and national sources. 


proportion fell marginally during 
the second half of the 1970s. In 
India, there was a rather marked 
decline in the proportion since 1979. 

Similar features can be ob- 
served in Table II.9 where govern- 
ment savings are expressed as a 
proportion of GDP. Except in 
Indonesia and Singapore, govern- 
ment savings form a very low per- 


centage of GDP, generally not more 


than 2-3 per cent. While there is a 
slight upward trend in Burma, 
Fiji, Indonesia, Malaysia and 
the Philippines, the proportion 
is declining in most other cases. In 


rowing. 

Table II.10 relates government 
savings to public gross capital 
formation as computed in the 
national accounts. Although the 
figures are available for only a few 
countries, these show that generally 
a very low proportion of public 
investment is financed out of gov- 
ernment savings. Only in Fiji, 
Malaysia and the Republic of Korea 
has this share been significantly 


high in recent years. In Malaysia, 
there was a marked deterioration 
in 1981 due to both an increase in 
government investment and a 
decrease in government savings. 


3. An assessment of government 
savings performance 


While government revenue in 
current prices has _ generally 
increased in the developing coun- 
tries of the ESCAP region, govern- 


Table I1.10. Selected developing countries in the ESCAP region. Share of 
government savings in public investment, 1975-1981 


the Republic of Korea and Singa- 1975 1976 1977 1978 1979 1980 1981 
Ree Percentage: APCS 10 pg? eae ook .31:8t SOT 1S. 8t sod 

have stabilized around 3.5 and 7.5 ; ‘ ieee ae Ares re 
per cent respectively. It is note- !4@ 0 : ; : : ; : 

. worthy that the ranking among Iran, Islamic Republic of* 37722 50162-40849 296 ne 48,2 On) 
countries in Table II.8 does not  Malaysia* 5.91 52 166° 34.6 50.8 68.4 1926.8 
coincide with that in Figure II.5 or _pakistan* $480 06 PGi 63 <l64 15:80:38 
in Table 11.9. In some countries Republic of Korea” 58.210083.0 | 66.9! 0134. .67:6° 44.7a5 535 
Rene rate Of public tues oni Lanka Bi 24 MG O60 2053 saa essteee sO” 
ment in total investment is high, A 

Thailand 198 34 “146° 7.0. 15 -3:4 0:6 


government savings are a low 
proportion of total savings. In 
these countries, a large part of 
government capital formation 
requires financing out of bor- 


Sources: IMF, Government Finance Statistics Yearbook 1983 (Washington, 


D.C., 1984), vol. VII; and national sources. 


Percentages of government savings in government domestic fixed capital forma- 


tion. > Estimated. 
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ment savings as a proportion of 
government revenue have not 
always done so. A regression coef- 
ficient* of government savings on 
government revenue would show 
the average proportion of govern- 
ment savings in increments to 
government revenue. Linear regres- 
sion results for selected countries 
are presented in Table IJ.11. The 
coefficient ranges from +0.5 in 
Indonesia to nearly -0.5 in Papua 
New Guinea. The coefficient also 
is negative in Sri Lanka and 
Thailand. High values of about 
+0.3 are obtained in respect of 


Malaysia, the Philippines and 
Singapore. The coefficient in- 
dicates that, for example, in 
4 


The proportion of savings in 
incremental government revenue has 
been computed from the equation Sg =a 
+ bR where Sg is government savings, R 
is total current revenue and b is the 
regression coefficient and a is the 
constant. 


Indonesia,an average of 50 per cent 
of the increase in government 
revenue was saved between 1972 
and 1981. 

In most countries in the 
ESCAP region, additional govern- 
ment revenues are associated with 
substantial increments in govern- 
ment savings. In some countries, 
however, growth in current expen- 
ditures has been so overwhelming as 
to bring about a deterioration in 
the current account balance of the 
government. The latter economies 
provide an illustration of the 
“Please effect” in which an increase 
in government revenue is always 
associated with a commensurate 
increase in current expenditure.® 

A comparison between the 
results presented in Table II.11 and 


5s. Please, “Savings through taxa- 
tion — reality or mirage?”, Finance and 
Development (Washington, D.C.), vol. 
IV, No. 1 (March 1967), pp. 24-32. 


Table II.11. Selected developing countries in the ESCAP region. Incremen- 
tal government saving ratios and the marginal propensity to save of the 


private sector, various periods 


Observation Incremental Observation Marginal propen- 
period government period sity to save of 
Savings ratios the private sector 
Burma 1973-1981 0.46 
Fiji 1971-1981 0.14 1972-1981 0.29 
India 1970-1981 0.03% 1970-1981 0.21 
Indonesia 1972-1981 0.50 1975-1981 0.15 
Tran, Islamic 
Republic of 1970-1981 0.15 1972-1981 0.24 
Republic of Korea 1970-1981 0.19 1970-1981 0.19 
Malaysia 1972-1981 0.27 1972-1981 0.28 
Pakistan 1973-1981 0.07 1973-1981 0.12 
Papua New Guinea 1975-1981 048 1975-1981 0.43 
Philippines 1972-1981 0.34 1972-1980 0.23 
Singapore 1972-1981 0.30 1972-1981 0.37 
Sri Lanka 1970-1981 -0.15 1973-1980 0.32 
Thailand 1972-1982 -0.09 1972-1980 0.23 
Sources: IMF, Government Finance Statistics Yearbook (Washington, D.C.), 


various issues; United Nations, Handbook of World Development Statistics, 1982 
(PPS/QIR/5/1982), October 1982; and national sources. 


a 


equation had a low value of a 
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The coefficient was found statistically insignificant. Moreover, the regression 


estimates in an earlier ESCA’ 
study® tends to show that goverr 
ment savings behaviour has bee} 
rather unstable over the past tw 
decades. The earlier results relat’ 
mostly to time-series data for 1960 
to 1978. Except in Fiji and in thi” 
Republic of Korea, there are sub 
stantial differences in the estimate. 
when the data relate only to thi 
past decade, as in Table 11.11. Ir 
the majority of countries, the 
coefficient is lower when estima) 
tions relate only to the past decade! 
Burma and Malaysia are the two 
important exceptions. The lowes 
coefficients tend to indicate that 
Governments have been less suc” 
cessful in keeping down the growth 
of current expenditure during the 
decade ending in 1981 or 1982 
than during the years 1960-1978. — 
It is instructive to compare the 
marginal propensity to save in the 
private sector and the proportion of 
government savings in incremental 
revenue of government. The 
marginal propensity to save of the 
private sector in selected countries. 
is shown in Table II.11.7 A few 
preliminary remarks about these 
estimates are in order. First, the 
marginal propensity to save of the 
private sector exhibits much smaller 
variance among countries in the 
ESCAP region than the proportion 
of savings in incremental revenue of 
government. Most values of the 
marginal propensities to save in the: 
6 Economic and Social Survey of | 


Asia and the Pacific 1982, Chap. IL, 
Table II.7. | 


7 The estimates are based on linear 
Keynesian savings functions. The 
estimation of non-Keynesian savings 
functions based on such formulations 
as Duesenberry’s relative income hy-- 
pothesis or Friedman’s permanent 
income hypothesis, has not been 
tested. For a brief review of various 
savings functions, see R.F. Mike 
sell and J.E. Zinser, “The nature of the - 
savings function in developing countries: 
a survey of the theoretical and empirical — 
literature”, Journal of Economic Litera- 
ture (Nashville), vol. XI, No. 1 (March 
1973), pp. 1-25. 


Th 
i 
yee 


0.15 to 0.30. 
paring the results with the estima- 
_ tions presented in an earlier ESCAP 
~ study® based on a longer time 


private sector fall in the range 
Secondly, com- 


period, it is evident that the 
marginal propensity to save of the 
private sector is much more stable 
over time than the proportion of 


savings in incremental revenue of 


government. 

It also is evident from Table 
Il.11 that, in most cases, the 
marginal propensity to save on the 
part of the private sector is much 
higher than the tendency for gov- 
ernments to save out of increments 
to revenue. In general, income in 
the private sector yields a larger 
volume of aggregate savings. 
Despite estimation and specifica- 
tion problems, and in particular the 
fact that the marginal propensity to 
save function might not be 
independent of the level of 
taxation,? the differences between 
the two coefficients are such that 
the results would probably hold 
even if such estimation imperfec- 
tions were removed. However, 
decisions regarding desirable and 
practicable shifts would depend on 
government decisions regarding the 
tole of the public sector. 

In Malaysia and the Republic 
of Korea, the coefficients are of 
similar magnitude and __ shifts 
between the private and public 
sector probably would not much 
affect the volume of aggregate 
savings. In two instances, Indonesia 


Economic and Social Survey of 
Asia and the Pacific 1982, Chap. Il, 
Table II.8. 


? This problem is investigated in 
H.S. Houthakker, “On some determi- 
nants of saving in developed and 
underdeveloped countries” in E.A.G. 
Robinson, ed., Problems in Economic 
Development (New York, Macmillan and 
Co., 1965), pp. 212-230. See also S.K. 
Singh, “The determinants of aggregate 
savings” in §S.K. Singh, Development 
Economics: Theory and_ Findings 
(Lexington, Massachusetts, D.C, Heath, 
2972). 


and the Philippines, the proportion 
of incremental government revenue 
saved is higher than the coefficient 
of the propensity to save of the 
private sector. From the results 
presented in Table II.11, one may 
tentatively conclude that in Fiji, 
India, the Islamic Republic of 
Tran, Pakistan, Papua New Guinea, 
Singapore, Sri Lanka and Thailand 
aggregate savings can be increased 
by fiscal policies that tend to 
reduce at the margin the transfer of 
incomes to the Government. In 
Indonesia and the Philippines, 
policies aimed at increasing govern- 
ment revenue would be more 
favourable to aggregate savings. In 
Malaysia and the Republic of 
Korea, a marginal transfer of in- 
come from the private sector to 


government would have no 
significant impact on aggregate 
savings. 


The results presented in Table 


II.11 suggest that there are a 
number of countries in the region 
where there is a need to undertake 
a searching re-examination of the 
scope for containing current expen- 
diture. This applies to countries 
where the proportion of savings in 
incremental government revenue is 
small and falls substantially short of 
the marginal propensity to save in 
the private sector. However, it 
should be noted that these results 
do not take into account any 
indirect positive consequences of 
government expenditure on the 
marginal propensity to save in the 
private sector. 


B. POLICIES FOR RAIS- 
ING GOVERNMENT 
SAVINGS 


Government savings are the 
result of two interrelated budgetary 
decisions. The first relates to the 
mobilization of resources mainly 


Table 11.12. Selected developing countries in the ESCAP region. Annual 
growth rates of government current revenue and tax revenue, various periods 


(Percentages) 
Growth rates 
Observation 
period Current Tax 
revenue revenue 
Bangladesh 1973-1978 28 34 
Burma 1973-1981 20 16 
Fiji 1971-1981 17 17 
India 1974-1981 12 12 
Indonesia 1972-1981 32 32 
Iran, Islamic Republic of 1970-1981 21 20 
Republic of Korea 1970-1981 30 30 
Malaysia 1972-1981 19 19 
Nepal 1972-1981 16 16 
Pakistan 1973-1981 20 20 
Papua New Guinea 1975-1981 12 14 
Philippines 1972-1981 18 21 
Singapore 1972-1981 15 15 
Sri Lanka 1970-1981 17 17 
Thailand 1972-1982 17 i) 
Sources: IMF, Government Finance Statistics Yearbook (Washington, D.C.), 


various issues. 
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through taxation, and the second 
to the appropriation of resources 
for current expenditure. This 
section reviews a few selected issues 
in these two areas of budgetary 


policy. 
1. Revenue mobilization 


Governments of most coun- 
tries in the ESCAP region have 
achieved impressive growth rates 
in the mobilization of current 
revenue over the past decade. For 
a sample of 15 countries the 
average growth rate of government 
current revenue has been in the 
range of 15 to 20 per cent per 
annum over the last 10 years (see 
Table 11.12). Some countries have 
achieved growth rates of 30 per 
cent per annum or more. These 
include Bangladesh, Indonesia and 
the Republic of Korea. 

In most countries of the 
region, tax revenue accounts for 
over four fifths of current revenue. 
The implementation of effective 
tax policies remains the single most 
important means available to 


Table 11.13. 


governments for mobilizing internal 
resources. 

It is instructive to derive 
quantitative measures relating 
changes in tax revenue to changes 
in GDP. Two measures are com- 
monly used for this purpose. The 
first, tax buoyancy, relates 
changes in tax revenue resulting 
from changes in income as well 
as from discretionary changes, i.e. 
changes in the tax structure and 
rates. The second measure, usually 
termed tax elasticity, measures the 
relationship of changes in tax 
revenue originating only from in- 
come growth, after eliminating the 
effects of discretionary tax policy 
measures.'° The latter measure is, 
of course, much more difficult to 
calculate as it requires adjustments 
in tax revenue data to eliminate the 
effects of discretionary changes on 
tax revenue.!! 


10 D. Sykes Wilford and W.T. 
Wilford, “Estimates of revenue elasticity 
and buoyancy in Central America, 1955- 
1974” in J.F.J. Toye, ed., Taxation and 
Economic Development (London, Frank 
Class, 1978), pp. 83-101. 


Selected developing countries in the ESCAP region. Tax 


buoyancy and government expenditure elasticities, various periods 


Expenditure elasticities 


Observation Tax 
period buoyancy Current Capital 
expenditure expenditure 
Burma 1973-1981 1.33 0.93 1.90 
Fiji 1971-1981 1.03 1.04 1.18 
India 1970-1981 1.20 1.20 0.73 
Indonesia 1972-1981 1.23 ig! 1.32 
Iran, Islamic Republic of 1970-1981 0.94 1.19 1.02 
Malaysia 1972-1981 1.28 1.01 1.78 
Pakistan 1973-1981 d215 1.10 0.97 
Papua New Guinea 1975-1981 1.30 1.24 0.59 
Philippines 1972-1981 149 0.84 1.42 
Republic of Korea 1970-1981 1.11 1.08 0.84 
Singapore 1972-1981 1.18 1.24 2.04 
Sri Lanka 1970-1981 1.02 1.05 1:57 
Thailand 1972-1982 1.07 i 1.10 
Sources: IMF, Government Finance Statistics Yearbook (Washington, D.C.), 


various issues; and national sources. 
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Table II.13 contains estimates 
of tax buoyancy for selected 
countries. For all countries except) 
the Islamic Republic of Iran, tz 
buoyancy has been well above 
unity, meaning that a growing 
percentage of income has beer 
transferred to the governmen 
during the past decade. The 
coefficient is remarkably high i 
Burma, Malaysia and Papua New 
Despite an already high 
tax/GDP ratio of about 20 per 
cent in 1970, tax buoyancy was 


1972-1981. For every unit increa 
in income in these three countries. 
there was nearly a third more 
increase in tax revenue. In most 
countries in the ESCAP region. 
tax buoyancy tends to be in the 
range of 1.10 to 1.20. Wher 
these figures are- compared with 
those relating to the countries of the 
Central American Common Mar- 
ket,!? the estimates for the sample 
of ESCAP countries are consistently, 
higher. Within the ESCAP regior 
estimates for the period 1971-1981 
are, in several cases, higher thar 
those relating approximately tc 
the period 1960-1980.13 _ These 
findings indicate that in the devel> 
oping countries in the ESCAP 
region there has been a fair measure 
of success in raising tax revenue 
during the last decade. 

Problems in obtaining date 
pre-empted the computation of 
pure income elasticities of tax 
systems for most countries in the 
ESCAP region. Information was 
available on only five countries 
India, Malaysia, the Philippines 


11 25. Chelliah and S.K. Chand, “Ae 
note on techniques of adjusting tax reve~ 
nue series for discretionary changes” (Wa~ 
shington, D.C., IMF, 1974) (unpublished) 


12}. Sykes Wilford and W.T. 
Wilford, “Estimates of revenue elasticity 
and buoyancy in Central America, 1955- 
1974”, loc. cit., pp. 83-101. 


i3 Economic and Social Survey off 
Asia and the Pacific 1982, Chap. ID. 
Part II, Table II.6. 


Box II.5. On taxing the agricultural sector 


There are many developing coun- 
tries in the ESCAP region where agri- 
culture contributes one fourth to one 
half of gross domestic product (GDP). 
The question of mobilizing resources 
from the agricultural sector thus 
assumes special significance in these 
economies. 

While taxing agriculture is one 
mechanism for transferring resources 
from this sector, it needs to be recog- 
nized that the process of intersectoral 
resource transfer is very complex. In 
general, the agricultural sector does not 
pay much by way of direct taxes (e.g. 
income). Its contribution by way 
of domestic indirect taxes (e.g. sales 
and excise) and import taxes may 
also be less than its share in GDP 
because of the smaller weight of items 
subject to these taxes in the family 
budget of agricultural households. In 
general, fees and charges for services 
provided to the agricultural sector, 
including irrigation, extension services 
and marketing, do not cover the full 
cost of these to government. Resource 
transfer into the agricultural sector 
may take place through a variety of 
public expenditure programmes, in- 
cluding the provision of infrastructure, 
extension services, supply of subsidized 
inputs and price-support programmes. 
Of special significance within infra- 
structure are irrigation systems and 
facilities provided out of public 
finances. As non-agricultural employ- 
ment and income increase, the agricul- 
tural sector may also receive an inflow 
in the form of remittances out of such 
income to agricultural households. 

On the other hand, a variety of 
Mechanisms exist by which re- 
sources are transferred out of the 
agricultural sector. Export duty, most 
often levied on agricultural commodi- 
ties, is one such mechanism. To the 
extent that an overvalued exchange 
tate is maintained, there is a further 
implicit tax on exports, including those 
produced by agriculture. Tariffs and 
import control measures that raise 
the prices of imports and import- 
competing products consumed by the 
agricultural sector also cause resources 
to be shifted out of agriculture. The 
compulsory procurement of agricultur- 
al commodities by government at 
prices lower than market prices would 


have the same consequence. Where 
fundamental changes in any of these 
policy instruments — for example, 
delivery of grain to government at 
fixed prices — have taken place, it be 
comes necessary to reconsider ade- 
quate means of taxing income from 
agriculture. 

The case for subjecting the agri- 
cultural sector to more intensive taxa- 
tion therefore is predicated upon an 
empirical determination of the direc- 
tion and magnitude of net intersectoral 
resource transfers. The case has gained 
significance in recent years in develop- 
ing countries in the region because of 
policies to promote the adoption 
of “green revolution” technology 
through various public support mea- 
sures. In addition, floating exchange 
tates, reduction of tariff rates, easing 
of import restrictions and the use of 
export taxes essentially as measures for 
the stabilization of prices and incomes, 
tather than as a device for raising 
revenue, have tended to augment 
agricultural income. 

If it is decided to tax the agricul- 
tural sector intensively, the question 
arises as to the best method of doing 
so. The two means that have been 
conventionally used are (a) export 
duty and (b) land tax. 

As already mentioned, export 
duty appears to be gradually falling out 
of favour as an instrument of revenue 
mobilization. Though simple to ad- 
minister, it has the disadvantages of 
adversely affecting incentives to 
produce export crops compared with 
import-competing crops and also of dis- 
criminating against agricultural exports 
in comparison with non-agricultural 
items. 

Generally, a land tax is not shift- 
able and does not have adverse effects 
on output. It may encourage holders 
of unused land to use it productively 
or transfer it to others who can do so. 
However, it has the disadvantage that 
it tends to be highly inequitable.? 
Moreover, it is a notoriously income- 

4 Under some tax systems, this 
consideration is parily moderated by 
relating tax rates to land productivity 
(e.g. distinguishing between irrigated 
and non-irrigated lands) or to the size 
of landholding or both. 


inelastic tax. One basic requirement 
for the administration of a land tax isa 
cadastral survey, which would define 
ownership and the usufruct of land. 

It is sometimes argued that 
tesources can be mobilized from the 
agricultural sector by extending 
income for purposes of tax to include 
income from all agricultural pursuits. 
The merits of such a tax would prin- 
cipally lie in its progressivity and 
income-elasticity. However, the prob- 
lem of defining taxable income when 
a large part of the produce is not 
marketed, the fact that record-keeping 
in farm operations is virtually absent 
and the administrative costs of dealing 
with a large number of households, 
many of which are unlikely to earn in- 
comes high enough to be taxed, inhibit 
the extension of income tax to agri- 
cultural households, except the very 
large landowners. 

There is a case for devising a 
system of agricultural taxation that 
combines some elements of the sim- 
plicity of a land tax with some elements 
of the progressivity and elasticity of an 
income tax. These requirements could 
be met by assessing a tax on land- 
holdings, the basis of which would bea 
presumptive income per unit of land, 
whether actually cultivated or not. 
With exemptions determined by a 
minimum size of landholding, the 
administrative cost could be significant- 
ly reduced. Some degree of progres- 
sion could be built into the system, with 
tax rates moving higher as the size of 
holding increases. As long as average 
and marginal rates are not very high, 
complete accuracy in estimating 
presumptive income may not be an 
overwhelming consideration. In mak- 
ing these estimates, some broad 
distinctions, as between irrigated and 
non-irrigated land, for example, could 
suffice in the first instance. Applying 
the tax to presumptive rather than 
actual income from land should, 
in fact, provide an incentive to raise 
income from land. Periodic changes in 
tates, based on a moving average of 
harvest prices, could confer a measure 
of elasticity. In the event of devastat- 
ing flood, drought, pest attack or other 
disaster, a partial exemption or total 
relief from the tax could be given to 
the affected households. 
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Singapore and Thailand. The 
results were extensively analysed in 
the 1982 Survey.4* In summary, 
the results showed that in Malaysia 
and Singapore the income elasticity 
of the total tax system was above 
unity with values of 1.17 (period 
1966-1980) and 1.13 (period 
1965-1980) respectively. For 
India (1960/61-1978/79), the 
Philippines (1972-1980) and 
Thailand (1978/79-1981/82), the 
elasticities were respectively 0.88, 
0.78 and 0.73. 

A comparison of coefficients 
of buoyancy and income elasticity 
suggests that discretionary changes 
have played a major role in the 
increased mobilization of tax 
revenue. While _—_ discretionary 
changes cannot be avoided to meet 
particular circumstances and short- 
tun variations in domestic or 
external economic conditions, there 
are problems in relying upon them 
as a major instrument in raising tax 
revenue. Besides being politically 
sensitive, discretionary changes, 
applied in an ad hoc manner, may 
introduce a substantial degree of 
uncertainty in economic decision- 
making. 

Measures to increase the 
income elasticity of taxation by 
broadening tax bases and strength- 
ening tax administration may, 
therefore, be of much value. One 
area of attention can be the 
-structure of tax systems.15  In- 
direct taxes predominate in tax 
structures. Within indirect taxes 
the share of taxes on foreign 
trade, the collection of which 
depends on a variety of parameters, 
is quite high in several countries. 
Greater attention to commodity 
coverage, rate structure and the 
bases of assessment of indirect 
taxes may be helpful in formulating 
measures to increase the income 
elasticity of taxation. 


14 Thid., pp. 120-121. 


15 For an elaboration, see ibid., 
pp. 115-118. 
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As a share of total revenue, 
receipts from personal income tax 
have remained low in most coun- 
tries in the region and only in- 
creased marginally during the 
1970s. The existence of wide 
disparities in income in several 
countries in the region points to 
the potential for higher personal 
income taxation without inequity 
and hardship on low-income 
households. In several countries in 
the region, rising productivity, at- 
tributed mainly to governmental 
support measures such as input 
subsidies or guaranteed output 
prices, has raised income from 
agriculture substantially. Bringing 
agricultural incomes within the 
tax net can produce a rich harvest 
of government revenue. There 
also appears to exist considerable 
scope for increasing tax yields by 
cutting down the variety of deduc- 
tions, exemptions and allowances 
that reduce income assessed for 
taxation. 

Despite considerable success in 
recent years in increasing the 
yields of the tax system, as reflected 
in rising tax/GDP ratio and values 
of tax buoyancy exceeding unity in 
several countries, the level of taxa- 
tion in the ESCAP region generally 
remains modest. The potential for 
raising tax/GDP ratios further with- 
out hurting private savings still 
exists in quite a few countries.’® 
The issue is of considerable 
importance where it is reasonable 
to assume that taxes are mainly 
drawn from private consumption, 
while government borrowing © is 
mairily out of private savings.” 

Given appropriate tax struc- 
tures, the other important determi- 
nant of tax revenue is an efficient 
tax administration. Tax laws that 
effectively limit room for tax 
evasion are an essential requirement 


16 hid., pp. 126-130. 


ve A theoretical demonstration is 
given in R. Musgrave and P. Musgrave, 
Public Finance in Theory and Practice 
(New York, McGraw-Hill, 1973). 


for efficient tax administration 
The availability of a corps of pro: 
fessional accountants and auditor! 
and other skilled and dedicates! 
personnel in tax collecting agencies” 
is another important requiremen) 
to ensure the successful collection 
of revenue as designed by govern 
ments. i 

To sum up, developing coun, 
tries in the ESCAP region cai 
claim a significant measure of suc 
cess in raising tax yields over thy 
last decade. Nevertheless, the 
potential for further increase ha: 
not been exhausted. While ther 
remains some scope for inicieasilil 
the level of taxation, considerable 
gains can be achieved througll 
improved coverage of the existing. 
tax systems, better design of taw 
structures and more efficient tax 
administration. 

From the point of view of in. 
creasing government revenue 
another area that needs urgen’ 
attention concerns receipts front 
non-tax sources. These accountec! 
for less than one fifth of tota’! 
revenues in most cases (see Figure 
11.6) in 1981. In the Islamic 
Republic of Iran, the share was 65 
per cent because of the inclusion of 
oil revenue in non-tax revenue. The: 
share is also relatively high in 
Bangladesh, Burma and Singapore. 
In Bangladesh and Burma, public: 
enterprises contributed about 75 
per cent of non-tax revenue. In. 
Singapore, non-tax revenue con- 
sisted mainly of income from 
property. 

The low share of non-tax 
revenue requires examination 
against the background of a large’ 
and, in some cases, increasing share’ 
of public investment in total gross 
domestic capital formation. A 
review of the level and the struc- 
ture of prices and user charges 
levied on goods and services pro- 
vided by government is an impelling 
necessity. Many countries have 
demonstrated a great deal of 
concern about this issue and in 


many cases prices have been 
adjusted upward. However, because 
of sensitivity of the public to such 
upward adjustments in _ prices, 
Governments have proceeded with 
caution. In the circumstances, 
attempts at raising prices or user 
charges of goods and _ services 
provided by government need to be 
preceded by measures to make the 
public aware of facts that justify 
such increases. 


2. Control of current expenditure 


While the design and imple- 
mentation of efficient tax systems 
and the revision of prices of goods 
and services are crucial in raising 
government revenue, of equal 
importance are measures to contain 
current expenditure. This consid- 
eration is especially important 
because, in most economies, current 
expenditure claims three to four 
fifths of total government expendi- 
ture. In the wake of difficult 
economic circumstances created by 
the recent global recession and 
earlier oil price increases, many 
Governments adopted measures to 
contain government current ex- 
penditure. 

It can be seen from Table II.13 
that of the 13 countries for which 
comparable data are available, there 
are six (Burma, Indonesia, Malaysia, 
Pakistan, the Philippines and the 
Republic of Korea) in which the 
elasticity of current expenditure 
with respect to GDP has been lower 
than the buoyancy of current 
revenues.1® | Among the cases 
where the opposite holds, current 
expenditure elasticity has been 
marginally higher in Fiji and Sri 
Lanka. In the case of India, the 
estimates appear very sensitive to 
the estimation period chosen. 
Estimates for the period 1974-1981, 
for instance, indicate a lower value 
of tax buoyancy (1.11) relative to 


18 In the case of expenditure, unlike 
tax revenue, the elasticity measure is 
identical with buoyancy. 


a a re ire re 
Figure II.6. Selected developing countries in the ESCAP region. Share of 
non-tax revenue in current revenue, 1981 
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current expenditure elasticity 
(1.29). These estimates reflect the 
decline in government savings 
during the late 1970s and the early 
1980s noted earlier. 

Table II.14 contains data on 
average annual growth rates of 
major components of current ex- 
penditure, at current prices. It will 
be seen that interest payments 
(inclusive of interest on both 
domestic and foreign debt) have 
been growing at a faster pace than 
any other component in virtually 
all countries. This issue will be 
taken up later in a separate section. 

In India, as a result of the 
slower growth of the wages and 
salaries component of current ex- 
penditure, the proportion of 
general public services and defence 
expenditure in current expenditure 
declined from 38 per cent in 
1975/76 to 29.2 per cent in 1981/ 
82. Subsidies and other transfers 
(including transfers to other levels 


of government), which claim a size- 
able share of the central govern- 
ment budget, have been growing at 
a fast pace. To contain its growth, 
allocations to finance losses by 
public sector enterprises were not 
increased in 1983/84," ? 

In the case of Indonesia, be- 
ginning with the fiscal year 
1981/82, determined efforts have 
been made to contain the growth 
of current expenditure. Expendi- 
ture on personnel, which grew by 
42 per cent in 1979/80 over the 
preceding fiscal year, has been 
sharply restrained. Its growth rate 
fell to 6 per cent in 1982/83.?° 
Subsidies on fuel oil and food 
imports constitute a substantial 
share of current expenditures in 
Indonesia. Following successive 


Government of India, Economic 
Survey 1983-1984 (New Delhi, 1984). 


20 Bank Indonesia, Report for the 
Finance Year (Jakarta), various issues. 
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Table 11.14. Selected developing countries in the ESCAP region. Average annual growth rates of major component pat 


of current government expenditure, various periods 


iF 
al 


(Percentages) 
Purchase of goods and services 
Observation Interest Subsidies and otha 
period Wage and Other purchase Total payments _ current transfers’ 
salaries of goods and i 
services 
Fiji 1971-1981 20 12 17 21 19 ji 
i) 
India* 1974-1981 07 12 10 17 17 y 
Indonesia 1972-1981 28 24 26 40 32 
Iran, Islamic Republic of 1970-1981 26 21 25 10 26 
Malaysia 1972-1981 20 12 17 20 10 } 
Philippines 1972-1981 17 D2 19 27 21 
Republic of Korea 1970-1981 27 33 30 39 26 
Singapore 1972-1981 14 18 16 25 06 g 
Sri Lanka 1970-1981 13 21 17 22 18 : 
Thailand 1972-1982 19 20 20 20 11 


Sources: IMF, Government Finance Statistics Yearbook (Washington, D.C.), various issues. 


4 Consolidated central Government. 


measures in the early 1980s, the 
growth rate of this item, which 
was as high as 170 per cent in 
1979/80, was drastically brought 
down to -70 per cent in 1982/83. 
A number of measures to improve 
procurement procedures and 
economize through better super- 
vision were also taken, with a view 
to checking the growth of other 
components of current expendi- 
tures. 

In spite of the high priority 
given to capital expenditure in 
Malaysia, current expenditure ac- 
celerated tremendously between 
1978 and 1981. From 1982 
onwards measures were taken to 
cut sharply both current and 
development expenditures, mainly 
with a view to keeping the growth 
of the public debt within manage- 
able limits. Revised federal govern- 
ment operating and development 
expenditures for 1983 were 
expected to be only 0.2 per cent 
higher than the actual expenditures 
for 1982. A decline of 4 per cent 
has been projected for 1984. A 
partial freeze on the creation of 
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new posts and the filling of vacant 
posts in public services was imposed 
in 1982/83. 

The Government of Pakistan 
has taken several steps to reduce 
the rate of growth of current 
expenditure. For instance, sub- 
sidies from the federal and provin- 
cial governments were sharply 
reduced from 13 per cent of total 
expenditures in 1979/80 to 8 per 
cent in 1980/81, while expend- 
iture on general administration has 
been strictly regulated and re- 
mained about 5 per cent of total 
expenditure throughout the 1970s 
and early 1980s. 

In the Republic of Korea, all 
components of current expenditure 
grew rapidly throughout the 1970s. 
In consequence, there have been 
declines in the share of capital 
expenditure in the total. The 
Government has introduced major 
reforms and policies to reduce the 
growth in current expenditure and 
to improve government savings. 
First of all, a major reform in the 
tax system was introduced in 1981, 
to take effect in 1982. This reform 


is aimed at improving the elasticity.., 


efficiency and equity of the tax 
system as well as to support the 
financing of the fifth plan (1982- 
1986). Some important measures 
were also adopted to restrain the 
current expenditure side. Current 


expenditure in the fifth plan is 


projected to rise by 7.2 per cent 
per annum in real terms. From 
1981 onwards, measures were taken. 
to reduce the substantial amounts: 
paid in agricultural subsidies, in 
particular subsidies to cover the 
deficits of the Grain Management 
Fund and the Fertilizer Fund. The 
system of zero-based budgeting, 
introduced as a complement to the 
1981 fiscal reforms, is being used as 
a means of overseeing the growth 
in current expenditure. Wages 
and salary payments, which grew 
by 15 per cent in 1981, have been 
frozen in the current fiscal year. 


Over the fifth plan period, this 


item of expenditure is expected 
to grow by S per cent in real terms. 
The increase in defence expendi- 
ture will also be brought under 
control, with defence spending 


Its share in total 


expected to remain at 6 per cent 
of GNP during the plan period. 


Sri Lanka has achieved since 


1977 some success in containing 
current expenditure. 


The main 
category of current expenditure 
in which savings have been realized 
is “subsidies and current transfers”. 
expenditure 
has been reduced to 33 per cent in 
1981 from over 40 per cent in 
1977. After the reforms of 1977, 
food subsidies decreased sharply, 
their share in current expenditure 
going down from nearly 20 per 
cent in 1978 to 10 per cent in 
1982. Transfers to public corpora- 


tions as well as to statutory 
_ authorities have also declined. 
These successes were, however, 


offset by relatively large increases 
in other items of current expendi- 
ture. Wages and salaries have taken 
an increasing share of current 
expenditure, rising from 19.5 per 
cent in 1978 to 23.3 per cent in 
1982. The public investment 
programme for 1984-1988 recog- 
nizes the need to decelerate growth 
in current expenditure through a 
careful evaluation of the budget.?! 
A number of measures have been 
envisaged to cut waste in govern- 
ment departments as well as to 
keep the cadre in the public service 
under strict control. Government 
current expenditure is expected to 
expand by no more than 7 per cent 
per annum during the period 1984- 
1988. 

In Thailand, the slowing down 
in the growth of current expendi- 
ture from 27 per cent in 1979/80 
to about 15 per cent in subsequent 
years followed the implementation 
of several expenditure control 
measures during this period. The 
authorization for supplementary 
extrabudgetary expenditures by 
the cabinet without prior legisla- 
tive approval was sharply curtailed 


21 Sri Lanka, National Planning 
Division, Ministry of Finance and 
Planning, Public Investment Programme 
1984-1988 (Colombo, 1984). 


in 1980/81 and 1981/82. Such 
expenditure amounted to § 8.3 
billion in 1979/80 and was reduced 
to B 0.8 billion in 1980/81 and 
B 1.7 billion in 1981/82. Other 
measures include the approval of 
expenditure allotments in line with 
cash-flow forecasts and the reduc- 
tion by 5 per cent of current 
expenditure of all agencies except 
for expenses on wages and salaries, 
interest payments and public utili- 
ties. Carry-overs of unusual appro- 
priations from the previous fiscal 
year were also reduced substantially 
(by B 2 billion in 1981/82). 

other 


Interest payments and 


current expenditure 


It was mentioned earlier that 
interest on public debt is the fastest- 
growing component of government 
expenditure in most countries in 
the ESCAP region. Interest pay- 
ments have become a heavy burden 
on the current budget of several of 
them, partly because of an increase 
in borrowing and partly because of 
increased cost of borrowing. These 
rising payments pre-empt expendi- 
ture on other categories in current 
expenditure and reduce savings 
available to finance capital expendi- 
ture. This has become a subject of 
concern in the ESCAP region. Vir- 
tually all Governments in the region 
have expressed anxieties regarding 
their debt problems. 

As shown in Figure II.7, in- 
terest payments (on both domestic 
and foreign borrowing) as a per- 
centage of current expenditure 
have been rising in most countries 
since the mid-1970s. 

In Sri Lanka, interest pay- 
ments reached beyond 22 per cent 
of current expenditure in 1981 
and increased further to nearly 30 
per cent in 1983. The share of 
interest on public debt has 
increased from 3 per cent of GDP 
in 1978 to well over 5 per cent in 


1983.22 The public investment 


22 Ibid. 


programme for 1983-1988 projects 
interest payments to reach nearly 
8 per cent of GDP in 1988. It is 
expected that 50 per cent of 
government current expenditure 
would be on paying interest on the 
public debt. As a consequence, 
measures have been taken to 
reschedule and cut back capital 
expenditure as well as to limit 
growth in current expenditure. 

In India, Malaysia and 
Singapore, interest payments repre- 
sented about 15 per cent of current 
expenditure in 1981. In India, the 
share has been increasing steadily 
to reach about 18.6 per cent in 
provisional budget figures for 
1983/84 and is estimated to reach 
19.5 per cent in the budget 
1984/85. 

In Malaysia, the Government 
has been very much concerned by 
its domestic debt and the com- 
pounding costs of debt servicing. 
Interest payments increased by 33 
per cent in 1982 and 25 per cent 
in 1983. As a consequence, since 
1982, the Government has adopted 
a number of austerity measures to 
curtail the Government’s deficit 
through large cut-backs in the 
federal Government’s operating and 
development expenditures. The 
budgets for 1983 and 1984 both 
have been austerity budgets aimed 
at containing growth of the public 
debt within prudent limits.” 

In Fiji, Pakistan, the Philip- 


pines, the Republic of Korea and 


Thailand, interest payments 
represented about 10-12 per cent 
of current expenditure in 1981. 
In Pakistan, interest payments rose 
by 45 per cent in 1982/83. 

In the Philippines, interest 
charges represented almost 15 per 
cent of current operating expendi- 
ture in 1983, up from 9 per cent 
in 1981. This expenditure item 
grew by 46 per cent in 1981/82 
and 38 per cent in 1982/83. Total 
current expenditures by compari- 


23 Bank Negara Malaysia, Annual 
Report 1983 (Kuala Lumpur, 1984). 
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Se 
Figure II.7. Selected developing countries in the ESCAP region. Share of government interest payments in sa 
ment total current expenditure, 1972-1981 


(Percentages) 
20 


10 is 


1972 73 74 75 76 77 78 79 80 81 


(Percentages) 
25 


20 


15 


10 


Q 
1972 73 74 75 76 77 78 79 80 81 


(Percentages) 
20 


Fiji 


“~---= Indonesia 


(Percentages) 
25 


Singapore 20 


15 


Rita 10 


Iran, Islamic Republic of 


0 
1972. 73°*74 75-16 “772.78 79" 80™ 81 


Solomon Islands 
197273 ° 74" 75) 167778 279 802 8t 


son grew by 17 and 9 per cent 
respectively during the same years. 
A part of the growth in interest 
payments in the Philippines can be 
attributed to the depreciation of 


the peso. 
In the Republic of Korea also, 
interest payments have been 


growing fast during the 1970s and 
the early 1980s, rising from over 
6 per cent of current expenditures 
in 1979 to over 9 per cent in 
1983.74 As a proportion of total 
current expenditure, interest pay- 
ments are less heavy than in other 
countries in the ESCAP region. 
However, interest payments repre- 
sented in 1983 a larger amount 
than combined expenditure on 
health, social security and welfare. 
In Thailand, interest payments 
rose by nearly 30 per cent between 
1982 and 1983. Their share in 


24 The Bank of Korea, Economic 


Statistics Yearbook, 1984 (Seoul, 1984), 
p. 85, Table 66. 
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current expenditure stood at 16 
per cent at the end of fiscal year 
1983,75 and was expected to rise 
further in 1984 and 1985. The 
larger allocations for interest on 
public debt, in the face of severe 
constraints on revenue, have left 
limited resources for allocation to 
key development areas. 

In the next few years, this 
rising burden will continue to 
remain heavy. None of the 
countries in the ESCAP region 
yet faces a critical situation by 
international standards. Neverthe- 
less, its growing importance 
inescapably points to the need for 
measures to increase revenue and 
to contain current expenditure. 

Looking at current expendi- 
ture from a functional point of 
view, general public services take 
up 10-15 per cent of current 


Annual 
(Bangkok, 


25 Bank of 
Economic Report 
1984). 


Thailand, 
1983 


expenditure in most countries in’ 
the ESCAP region for which com- 
parable data are available. Fiji 
and Indonesia, where its share in 
1981 was respectively 22 and 55° 
per cent, are major exceptions. 
It is this functional category of 
current expenditure that has 
borne the major brunt of expendi- 
ture cuts. Between the mid- 
1970s and the early 1980s, there! 
has been a decline in its share in 
current expenditure in most coun- 
tries. However, because of its small 
share in total current expenditure, 
its impact has been quantitatively 
small, except perhaps in Fiji and 
India. The realized cuts appear 
insufficient to contribute substan- 
tially to a reduction in government 
current expenditure. Yet there 
may be important consequences of 
severe cuts in this category of 
expenditure on employee incentives 
and morale, which would adversely 
affect the quality of the administra- 


tion. 


Expenditure on defence, which 
in most countries represents 25 per 
cent or more of current expendi- 
ture, has already shown a tendency 
to decline from the second half of 
the 1970s onwards. For instance, 
between 1974 and 1981, the share 
of defence expenditure in current 


expenditure fell by three per- 


centage points to 10 per cent in 
India, Indonesia, Pakistan, the 
Republic of Korea and Singapore. 
Because of its importance in the 
current budget, defence expendi- 
ture cuts could result in substantial 
amounts of government savings. 
The exceptions are Fiji and Sri 
Lanka, where the proportion is 
between 3 and 4 per cent. The 
determination of an implementable 
magnitude will, of course, depend 
on each country’s perception of 
its geo-political realities. 

In most countries in the 
ESCAP region, expenditure on 
social services, especially on educa- 
tion and health, has not been 
significantly affected so far by 
austerity measures. The share of 
expenditure on social services in 
current expenditure has remained 
relatively stable or increased 
slightly since 1975. Its rate of 
growth has closely followed the 
rate of growth of total current 


expenditure. However, its share 
in current expenditure varies 
substantially among countries. 


Some of the differences can be 
accounted for by the way the 
supply of health and education ser- 
vices is organized ; in some countries, 
these are mainly provided for by 
local and state authorities. The im- 
plementation of sizeable cuts in 
these categories will, however, be 
hard to implement without 
seriously affecting the quality of 
these services. Moreover, given the 
demographic situation of most 
countries in the ESCAP region, and 
in particular their youthful popula- 
tions, the demand for educational 
services is likely to grow rapidly in 


the next few decades. Hence, 
Governments will be hard put to 
resist the expansion of expendi- 
ture for these purposes. One set 
of measures would be to secure 
higher payments from the recip- 
ients of these services. Some 
measures in this direction, espe- 
cially in health, education and 
housing, have been initiated in 
several countries.” ® 

The experiences reviewed here 
reflect both the diversity of the 
characteristics of current expendi- 
ture in countries in the ESCAP 
region as well as the general aware- 
ness of their Governments that the 
growth of current expenditure 
needs to be restrained. Confronted 
with rising costs of borrowing and 
mounting stocks of public debt, on 
the one hand, and with the need to 
increase development outlays to 
accelerate growth, on the other, 
the Governments of the countries 
in the ESCAP region have realized 
the importance of generating larger 
volumes of government savings. 


C. BUDGETING SYSTEMS 


As discussed previously, the 
intense competition for govern- 
ment funds from administrative 
departments as well as from the 
rapidly increasing statutory bodies 
has resulted in widening budget 
deficits and falling government 
savings. One of the responses of 
Governments to cope with these 
problems has been to implement 
a host of discretionary revenue- 
raising and expenditure-cutting 
measures. In addition, Govern- 
ments have taken measures to 
devise efficient administrative 
systems for budgeting. Although 
the distinction is to a certain 
degree arbitrary, budgeting might 
be distinguished from expenditure 


controls.*” Budgeting has a wider 


26 For details, see Economic and 
Social Survey of Asia and the Pacific 
1983 (United Nations publication, Sales 
No. E.84.ILF.1), pp. 129-135. 


connotation and deals with institu- 
tional aspects, administrative 
processes and procedures, the 
overall economic environment, the 
instruments of policies, and the 
forms of legal accountability as 
well as the responsibilities of 
planning and spending agencies. 
Expenditure controls cover a 
much narrower field and refer to 
processes and _ techniques for 
ensuring that budget estimates are 
adhered to in practice. 

Budgetary procedures in the 
ESCAP region have gone through 
numerous reforms. Besides reforms 
to improve the working of budget 
agencies and to strengthen the 
financial management capabilities 
of spending agencies, some major 
new budgeting systems have been 
experimented with in the ESCAP 
region. 

Such efforts were mainly 
directed at making the budgets 
effective instruments in the im- 
plementation of development 
plans.78 Some of the charac- 
teristics of these systems are 
provided in Table II.15. The 
Philippines was the first developing 
country in the ESCAP region to 
adopt performance budgeting. 
India has introduced performance 
budgeting, and performance bud- 
gets are prepared as supplementary 
documents to the main budget. 
During the 1970s, several countries 
in the ESCAP region experimented 
with partial or comprehensive 
planning, programming and bud- 
geting (PPB) systems. These 
included Indonesia, Malaysia, 
Nepal, the Republic of Korea and 
Sri Lanka. The purpose of 
adopting PPB systems was to 
achieve allocative efficiency by 
integrating economic analysis, 
medium-term ~ financial forecasts 
and techniques of appraisal of 


27 A.  Premchand, Government 
Budgeting and Expenditure Controls 
Theory and Practice (Washington, D.C., 
IMF, 1983). 


28 pid. 
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expenditure with the normal 
budget cycle. Some characteris- 
tics of these systems as imple- 
mented in five countries of the 
region (India, Malaysia, Nepal, 
the Philippines and Sri Lanka) 
are provided in Table II.16. The 
implementation of the systems 
varies considerably among the 
countries. In most cases, planning 
and budgeting continue to be 
performed on a dual basis. The 


analytical aspects of the systems 
remain inadequately implemented. 
The coverage of the systems also 
remains limited. The success in 
the implementation of such sophis- 
ticated budgetary systems has thus 
been mixed, and some disillusion- 
ment has occurred, partly due to 
a lack of adequate skilled per- 
sonnel. 

Recently, the 
Korea introduced 


Republic of 
a zero-based 


Table II.15. General features of PPB and ZBB systems® 


budgeting (ZBB) system, which 
involves thorough scrutiny of costs 
and benefits of government proj- 
ects. The basic feature of a ZBB 
system is that it requires examina- 
tion of programmes at various 
stages of resource allocation and 
performance. Some of the othe 
features of ZBB systems are 
described in Table II.15. The 
system is sometimes supplemented 
by the formulation of medium- 


Sys- Systems 


‘ Performance 
tems termin- hudserin 
elements ology hid! 
Organization Agency 
Objectives Specific objectives of the 
agency 
Classification aspects Functions, programmes and 


Analytical aspects 


Budget and planning 


Time-horizon 


Evaluation aspects 


Intended 
application 


extent of annual 


Intended benefits 


elements of expense that form 
integral parts of the budget 
structure 


Emphasis on outlays- 
performance relationship 


Separate 


Annual 


Quantitative measurement of 
performance 


Throughout Government 


Results for outlays and greater 
cost consciousness 


PPB systems 


Function 


Functional objectives and 
their relationship to national 
goals 


Functions and programmes 
independent of the budget 
structure 


Application of quantitative 
techniques and evaluation of 
alternatives 


a 


Intergrated within the annual 
budget cycle 


Five-year forecast 


Emphasis on evolving 
information systems 


Throughout Government 


Allocative efficiency 


Zero-base budgeting 


Decision unit 


Specification of short-tern 
objectives, particularly i 
regard to increments proposec 


Decision packages and con 
solidated decision package 
that are flexible and indepen 
dent of the budget structur 


Emphasis on monetary anc 
performance increment rela 
tionships and ranking o 
decision packages in terms o 
different assumptions of re 
source availability. 

Preference for descriptive anc 
explanatory statements or 
alternatives and in support o! 
choices made at lower levels 


Integrated 


Four-year projections to be 
indicated but their role ir 
overall budget formulation les: 
specific 

Emphasis on performance an¢ 
its measurement 


Throughout Government 


Greater involvement of the 
line managers in the bud 
getary process, measurement 
of performance and a credible 
rationale for reallocating re- 
sources 


Source: IMF, Government Budgeting and Expenditure Controls: Theory and Practice (Washington, D.C., 1983), pp. 338-339. 
a PPB Y= Planning, programming and budgeting. ZBB — Zero-base budgeting. 
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term budgets within governments. 
Such a medium-term plan is being 
envisaged in the Republic of 
Korea. 

Besides the implementation of 
budgetary reforms, in many coun- 
tries in the ESCAP region tax 
planning and tax administration 
have received a great deal of atten- 
tion over the last decade. Consid- 
erable effort has been put into the 
better integration of tax planning 
into development planning as the 


_easier options of reducing expendi- 
ture, such as across-the-board cuts, 
deferral of maintenance expendi- 
tures and public sector wage 
freezes, have become progressively 
exhausted.?? 

The problem of controlling 
current expenditure needs to be 


29 “The integration of tax planning 
into development planning in the ESCAP 
region”, Development Papers No. 3 
(United Nations publication, Sales No. 
E.84.II.F.3). 


Table 11.16. Implementation of PPB systems in selected Asian countries 


Special features 
applicable in 
selected countries 


General features 
of the systems 


I Determination of objectives 


Determination of national objectives 
Determination of objectives of sectors 


Determination of objectives of programmes 


India 


Determination of advance programme of work 


II Structural or taxonomic aspects 


Classification of government transactions 
into functions, programmes and activities * #C 


Ill Analy tical aspects 


Application of cost-benefit analysis, 
systems analysis, special studies etc. 


IV Predictive features 


Projection of government outlays 
over an adequate time-horizon 
Budgeting within specified ranges 
V_ Appraisal and evaluation aspects 


Establishment of information systems 


Quantitative measurement of outputs in 


*& *e 


relation to specific objectives of programmes 
Formulation of standards for measurement 


of performance 


VI Intended extent of annual application 


Throughout the government 
Selected key areas 


eres i A i a eS eee 


#8 


* * 


Malaysia 


viewed as one of many aspects of 
implementing efficient systems of 
expenditure planning and fore- 
casting. The adoption of such 
systems provides a clear medium- 
term view of the evolution of 
expenditure and serves as an 
essential element in the prepara- 
tion of an annual budget. Such 


expenditure planning systems have 
been adopted as supplements to 
development plans in some coun- 
tries in the ESCAP region, such as 


Nepal Philippines Sri Lanka 


Pa-3 xa a 
xa xa xa 
Als) xa Pao) 
* * * 
d d d 
PAS) *& *& 

#8 «8 
* * * 


Source: IMF, Government Budgeting and Expenditure Controls: Theory and Practice (Washington, D.C., 1983), pp. 348-349. 


Denotes features applicable. 
a 


development plans. 


This is done as an integral part of the medium-term development plans. 
© Restricted to the development budget. 


b Restricted to the programme included in the 
Progress in this regard is highly uneven and in any event there is 


no uniform application of this criteria in the annual budgetary process. © Projections are undertaken for the aggregates and not for 


individual programmes. 
one to another. 


f Generally restricted to the development budget. & The application is uneven and the quality varies from 
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Papua New Guinea. Expenditure 
planning has sometimes been 
labelled ‘‘multi-year budget plan- 
ning” or “advance budgeting”. 
What is essential is an appraisal 
of present expenditures in the 
light of the demands for budget 
funds they imply for the future. 
Past expenditure, in particular 
capital expenditure, is often a 
major source of increasing current 
expenditure. Present budget ex- 


penditure thus leads to an upward 
bias in future budgets and involves 
resource commitments in the 
future. Therefore, in the formula- 
tion of current year budgets there 
are implications for current 
expenditure in the medium and 
long terms. 

Although many Governments 
have already taken various short- 
term measures to raise current 
revenue and to contain expendi- 


ture, 
nature, it 


the longer run. Additional adminis- 


particularly of a current 
is likely that these. 
measures will prove insufficient in’ 


trative and technical reforms in the’ 
budgetary process will be required 
to contain the long-term tendency 
for current expenditure to grow. 
In such reforms, the forecasting of 
expenditure and the recognition of 


their inter-temporal relations will 
have to play an important role. 


Box IJ.6. The importance of stability in grant assistance 
to government budgets 


As mentioned in the text, govern- 
ment savings have been defined as the 
difference between government 
revenue and government expenditure 
on current account. For the purpose 
of the present analysis, assistance 
received by Governments in the form 
of grants from external sources has 
been excluded. In budgeting exercises, 
grants usually are included in current 
receipts of Governments. For estimat- 
ing government savings as a component 
of domestic savings, it would be ob- 
viously inappropriate to include grants 
in current revenue. 

There are several developing 
countries in the ESCAP region where 
grants constitute a significant compo- 
nent of government receipts. In the 
early 1980s in Bangladesh, Nepal, 
Papua New Guinea and Solomon 
Islands, the ratio of grants from 
abroad to government revenues raised 
domestically ranged from about two 
fifths to over three fourths. For a 
number of other least developed coun- 
tries and Pacific island economies, 
grants are of large quantitative signif- 
icance. 
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One of the concerns of Govern- 
ments in these countries in the prepa- 
tation of their budgets is the instability 
of the amount of grants from abroad. 
Papua New Guinea, where there were 
significant fluctuations in the inflow 
of grants in the past, has been able 
substantially to moderate it, especially 
since 1979, by working out long-term 
aid agreements with Australia, which 
is its principal source of assistance in 
grant form. The second such agree- 
ment ending in 1985/86 was con- 
cluded in 1980. The agreement 
provided for an annual reduction of 
5 per cent in grants in real terms. Sub- 
sequently, it was agreed that the rate 
of reduction would be related to 
inflows from Papua New Guinea’s 
Mineral Resource Stabilization Fund 
(MRSF). Under the present agree- 
ment, the rate of decline in grants in 
real terms is to be 2 per cent in 1984/ 
85 and 3 per cent in 1985/86 unless 
inflows from MRSF rise above 60 
million kina at mid-1983 prices. 
Assuming certain inflows from MRSF, 
which are dependent on the volume of 
output and prices, it is projected that 


a 3 per cent annual decline in grants 
will continue over the duration of the 
next aid agreement yet to be nego- 
tiated.* ; 
Similar medium- to long-term 
agreements between donor countries 
and the developing countries heavily 
dependent on external grants could 
make the task of planning and budget- 
ing in the recipient countries sub- 
stantially simpler by removing an 
important element of uncertainty. 
It is well recognized that appropria- 
tions for grants from abroad have to 
be authorized on an annual basis by 
the legislatures in donor countries. 
However, with a spirit of understand- 
ing and appreciation between donor 
and recipient countries, this technical 
requirement is unlikely to prove 
insurmountable, as has been demon- 
strated in the agreement between 
Australia and Papua New Guinea. 


2 Papua New Guinea National 
Planning Office, The National Public 
Expenditure Plan 1985-1988 (Waigani, 
1984), p. 33. 


IV. PUBLIC ENTERPRISE SAVINGS 


'. mobilization. 


ke recent years, many developing 
countries in the Asian and 
Pacific region have been confronted 
with increasing difficulties in 
mobilizing the financial resources 
required to meet development 
targets. As a result, renewed 
attention has been focused on ways 
of intensifying domestic resource 
mobilization. In addition to the 
emphasis laid on the mobilization 
of the savings of the household and 
corporate sectors and on efforts to 
increase government savings, the 
role of public enterprises is re- 
ceiving close attention. In several 
countries where the size of public 
enterprises is significant, internal 
resources generated by such enter- 
prises could make an important 
contribution to domestic resource 
This chapter seeks 
to assess the role of public enter- 
prises in the mobilization of 
financial resources in those coun- 
tries and to highlight some of the 
major issues pertaining to generat- 
ing internal resources. 


A. THE SIZE AND STRUC- 
TURE OF THE PUBLIC 
ENTERPRISE SECTOR 


A scrutiny of the role of public 
enterprises in domestic resource 
mobilization is relevant because of 
their large and growing importance. 
Based on the experience of the very 
limited sample of countries for 
which data are available (see Table 
11.17), it appears that the share of 
the output of public enterprises in 
gross domestic product (GDP) has 


been rising over time. There are, 
however, substantial intercountry 
differences both in respect of the 
rate of change and the absolute 
value of their share in GDP.’ The 
progressive increase in the number 
of public enterprises in many of 
these countries is more marked. 
Figure II.8 shows a clear upward 
trend in the number of public 
enterprises in all developing 
countries in the ESCAP region 
covered by the available data, 
except in Thailand. In China, there 
are more than one million state-run 
enterprises.” 

Other indicators also point to 


J It is generally argued that ideo- 
logical orientation does not necessarily 
account for differences in the relative 
size of the public sector. In the early 
1970s, the share of GDP originating in 
the public enterprise sector was virtually 
identical in India and the Republic of 
Korea, at about 9 per cent. For further 
elucidation of this point, see Leroy P. 
Jones, ed., Public Enterprise in Less 
Developed Countries (New York, Cam- 
bridge University Press, 1982), p. 21. 


the large size of the public enter- 
prise sector in many developing 
ESCAP economies. In the early 
1980s, the share of public enter- 
prises in gross domestic capital 
formation was quite high in India, 
the Philippines, the Republic of 
Korea, Sri Lanka and Thailand, 
ranging from about 20 per cent 
in Sri Lanka to about 35 per cent in 
India and Thailand (see Table II.18). 
In the case of Burma, it was over 60 
per cent. The figures for Bangla- 
desh and Papua New Guinea were 
around 30 and 20 per cent res- 
pectively. The public sector gross 
domestic capital formation has 
far exceeded that of the private 
sector for more than a decade in 
the Islamic Republic of Iran. Even 
in Singapore, the size of the public 
enterprise sector, as indicated by 
the fact that it employed more than 


2 ESCAP/UNIDO, “Public enter- 
prise and industrialization in ESCAP 
countries” (ID/WG.343/12) (25 Sep- 
tember 1981), p. 15. 


Table 11.17. Selected developing ESCAP economies. Share of the output 
of public enterprises in GDP at factor cost, 1970-1981 


(Percentages) 
1970-1973 1974-1977 1978-1981 

India 8.7 11.6 13.34 
Nepal 1.3 5) 2.0 
Pakistan 6.3 8.9° 
Republic of Korea 92 Rac Nee 
Sri Lanka 115 16.44 

Sources: National sources. 


2 1978-1980. > 1974. © 1974-1975. ¢ 1978-1982. 
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activity. Public enterprises are still) 
most important in the generation 
and supply of electricity, gas and! 
water supply, communications and, 
non-road transport services. Never-| 
theless, there have been some 
striking structural changes.* They 
have acquired a sizeable role in 
manufacturing activity in several’ 


Figure II.8. Selected developing ESCAP economies. Growth in the number 
of public enterprises,* various periods 

(Numbers) 0 50 100 150 200 250 
Seen Deen Wo Pe eee oe ol 
g 1951 
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1981 


Nepal = | ES Seer countries. This role has expanded 
D954 1979 ; "i aa 
rapidly in recent years. There is. 

Pakistan’ ia fi evidence that the share of public: 
1947 127 | 

Republic <i enterprises in the output of the: 
si 1975 manufacturing sector has grown in: 
Singapore [p28 SPE Ses) Sie See eee ee India, Pakistan and Sri Lanka. This: 


Sri Lanka 1975 


1958 1981 
PST Ee) 


ERS ee ee 


Thailand 


4 The length of each bar indicates the number of public enterprises in selected countries in the year 


marked along the bar. 


half of the total employees in civil 
service in the late 1970s, is quite 
large.? 

The preceding review indicates 
that the public enterprise sector 
occupies an important place in such 
diverse economies as Bangladesh, 
Burma, China, India, Indonesia, the 


3 Ker Sin Tze, Public Enterprises in 
ASEAN: An Introductory Survey, Field 
Report Series, No. 14 (Singapore, Insti- 
tute of South Asian Studies, 1978), p. 
18, Table II.6. 


Islamic Republic of Iran, Malaysia, 
Nepal, Pakistan, Papua New Guinea, 
the Philippines, the Republic of 
Korea, Singapore, Sri Lanka and 
Thailand. 

Outside the centrally planned 
economies, public enterprises have 
traditionally been viewed as operat- 
ing in a limited number of indus- 
tries that by their nature tend to 


be monopolistic. They can now be | 


found engaged to various degrees in 
virtually all types of economic 


structural change carries implica- 


tions for the generation of surplus(| 
financial resources by public enter- 


prises because, broadly speaking, 
purely welfare considerations are 


of less significance in manufactur- | 


ing activities than in public utilities. 
and other similar activities. 


B. PUBLIC ENTERPRISES AND | 


DOMESTIC RESOURCE 
MOBILIZATION 


The absolute size of the public | 
enterprise sector and its changing | 
structure imply that this sector has | 


For details, see ESCAP/UNIDO, 


“Public enterprise and industrialization | 


in ESCAP countries’. 


, 
i 
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Table 11.18. Selected ESCAP economies. Share of public enterprise (PEs)* in gross national savings, gross domestic: 
capita: formation and the share of their savings in their own gross capital formation, 1970-1983 


(Percentages) =| 
1970-1974 1975-1979 1980-1983 
Sharein Sharein Shareof Sharein  Sharein Shareof Sharein Sharein Share of PE 
gross gross PE savings gross gross — PE savings — gross gross savings 
national capital in PE national capital in PE national capital in PE 
savings formation capital Savings formation capital savings formation capital 
formation formation formation 
é b b b 
India 2.9 31.4 8.7 4.1 38.5 NG ey? 2.0 34.7 5.6 
Philippines 14.7 7.8 105.0 24.7 17.9 72.8 36.7° 21:75 81.39 
Republic of Korea 1444 205% 600% 13.28 21.3 49.2 9.9°  .26.4° = io5ia9 
Sri Lanka 30.2 54' a9ef 17! 9.9 18.8 26.4 
Thailand 6.5 25.8 18.4 3.1 26.9 Tel 3.8 35.4 5.6 
Sources: National sources. 


4 > 1980 only. ° 


ntercountry comparisons should not be made because of differences in coverage. 
Average of 1978-1979 only. 


Average of 1980-1982! 
Average of 1971-1974 only. e Average of 1980-1981 only. 


only. 
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the potential to generate a signif- 
icant amount of financial resources 
for investment. However, data on 
actual performance are available for 
a limited number of countries. 
Table IJ.18 brings out a number 
of facts. First, the public enterprise 
sector accounts for a much larger 
fraction of gross domestic capital 


formation than of national savings. 


That implies that its capital forma- 
tion is financed either by external 
savings or other components of 
domestic savings.° The Philippines 
constitutes an important exception. 
Secondly, in the last few years in 
some countries, the share of public 
enterprises in gross national savings 
declined whereas their share in 
gross capital formation rose. Third- 
ly, savings as a proportion of gross 
capital formation for the public 
enterprise sector is quite low and 
has declined in a number of ESCAP 
countries. In the case of India, this 
tatio showed a marked improve- 
ment, rising from 8.7 per cent for 
the period 1970-1974 to 11.2 per 
cent for the period 1975-1979; it 
declined, however, to 5.6 per cent 
in 1980. The ratio in Sri Lanka 
jumped from 11.7 per cent for 
1975-1979 to 26.4 per cent for 
1980-1983. However, it declined 
in Thailand over the three periods 
reviewed in the table. Further- 
more, the share of the savings of 
manufacturing public enterprises in 
national savings in developing 
countries is very low. For various 
years in the early 1970s, their shares 
in Bangladesh, India, Pakistan, Sri 
Lanka and Thailand were 1.0, 1.7, 
0.7, 4.9 and 0.9 per cent respec- 
tively.© These shares are extremely 
low in comparison with the share of 
public enterprise in value added in 


° Indirect impact of public enter- 
prises on aggregate savings is not con- 
sidered in this analysis. 


See Javed A. Ansari, “Compara- 
tive study of impact of public and 
private manufacturing sectors in selected 
developing countries” (ID/WG.343/10) 
(September 1981), Table 3. 


Table 11.19. Selected developing ESCAP economies. Overall balance* of 
public enterprises as a percentage of GDP, 1976-1982 


MS Ya 

Bangladesh 0.4 0.3 
Burma 1.6 -3.9 
India 0.5 0.2 
Nepal oe 

Republic of Korea -11 -0.7 
Sri Lanka -0.1 -0.1 

Sources: 


issues and national sources. 


1978 1979 1980 1981 1982 

202 = 0d 050 MeeO0e a 515 

10.242 -109. $9. 2127. =10:85 
625,002 ~ 0.7 sie 
0:4: Fee 013 70.45 FOES 0.1 

= 5s = 13 Re 24m a1 4c 
~ — -0.1 0.1 3 


IMF, International Financial Statistics (Washington, D.C.), various 


2 Overall surplus or deficit is defined as operating profit minus capital expendi- 
fure. Intercountry comparison should not be made because of differences in coverage. 


Revised estimate. © Budget. 


manufacturing. A recent study of 
selected public enterprise firms in 
the textile industry of Indonesia 
also shows poor financial perform- 
ance,” 

In consequence, public enter- 
prises in many developing countries 
have run into deficits (see Table 
II.19), creating sizeable demands on 
government budgets, bank credit 
and foreign borrowing. Large 
deficits are of particular signifi- 
cance in developing countries 
because, with low incomes and 
under-developed capital markets, 
they are likely to experience 
considerable difficulty in generating 
offsetting surpluses in other domes- 
tic sectors of the economy. One 
indication of the magnitude of such 
deficits is given by the share of 
these enterprises in total domestic 
credit. This share for non-financial 
public enterprises in the early 
1980s was over 91.5 per cent in 
Indonesia, 76.4 per cent in Burma, 
39.3 per cent in Bangladesh and 
15.0 per cent in Pakistan.® 

An alternative way of looking 


7 Hal Hill, “State enterprises in a 
competitive industry: an Indonesian 
case study”, World Development, vol. 
110, No. 11 (November 1982), pp. 
1015-1023. 

8 Mary M. Shirley, “Managing 
state-owned enterprises”, World Bank 
Staff Working Paper 574 (Washington, 
D.C., 1983), Table 3. 


at the performance of public enter- 
prises from the standpoint of 
resource mobilization is to examine 
their rates of return. In India, 
between 1959-1960 and 1974- 
1975, the profit before taxation as 
a percentage of employed capital 
averaged only 0.5 per cent for 
public enterprises as against about 
9 per cent for large public limited 
liability companies in- the private 
sector.? The after tax net profit 
rates of public enterprises remained 
negative throughout the late 1970s, 
but showed signs of improvement 
from 1979 and by 1981 had 
reached 2.2 per cent. However, the 
gross profit rate has been generally 
improving from the early 1970s. 
By 1981 it had reached 12.2 per 
cent. The rate of return in Nepal 


and Pakistan has been generally 


‘very low, though in the latter case 


there was a significant improve- 
ment in 1982.1° Since the mid- 
1970s, public enterprises in 
Singapore and Malaysia appear to 
have generated fairly satisfactory 
rates of return.’? 


9 vy. Ram, N. Sharma, and K.K.P. 
Nair, Performance of Public Sector 
Undertakings (New Delhi, Economic and 
Scientific Research Foundation, 1976). 


10 Mary M. Shirley, loc.cit., p. 12, 
Table 2. 


11 Ker Sin Tze, op. cit., p. 29 and 
prot: 
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Admittedly, the data available 
for evaluating the role of public 
enterprises as an. instrument of 
resource mobilization are fragmen- 
tary. In consequence, this analysis 
has used different criteria for dif- 
ferent countries or for different 
time periods. The problems of 
interpretation notwithstanding, the 
general picture that emerges is that 
the public enterprises have played a 
much less important role as a 
vehicle for domestic resource 
mobilization than could be ex- 
pected of them. 


C. MAJOR ISSUES RELATING 
TO GENERATING SURPLUS 


In spite of differences in 
economic systems, the problems of 
trying to bring about efficiency in 
public enterprises and to generate 
savings are strikingly similar. Con- 
flicting objectives, insufficient 
autonomy for public enterprises; 
defective pricing policies, inade- 
quate measures for judging per- 
formance, a lack of incentive 
linked to performance, and 
inefficiency in management are 
some of the common problems 
that arise in all sectors and that 
have prompted attempts at reform 
in both centrally planned and 
market economies. Some of these 
major common issues are briefly 
highlighted below. 


1. Diversity of objectives 


An in-depth analysis of the 
internal resources generated by 
public enterprises requires their 
assessment in relation to the multi- 
tude of objectives set for those 
enterprises. In the developing 
countries of the region, these objec- 
tives include the following: 

(a) To help the rapid econom- 
ic growth and industrialization of 
the country and to create an 
infrastructure for economic devel- 
opment; 

(b) To earn a return on invest- 
ment and to generate resources for 
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development; 
(c) To promote a redistribu- 
tion of income and wealth; 


(d) To create employment 
opportunities; 
(e) To create balanced 


regional development; 

(f) To assist the development 
of small-scale and ancillary indus- 
tries; 

(g) To promote import sub- 
stitution or exports with a view to 
saving or earning foreign exchange 
for the economy; 

(h) To provide certain critical 
inputs, utility services and some 
essential consumer items at sub- 
sidized prices; 

(i). To serve as models for 
such employee benefits as medical, 
educational and housing facilities; 

(j) To promote the adoption 
of modern technology; 

(k) To make investment in 
sectors where the complexity of 
technology, long gestation periods 
and slower learning curves dis- 
courage private sector investment; 

(1) To achieve self-sufficiency 
in the domestic production of 
certain goods; 

(m) To prevent the emergence 
of private monopolies in decreasing 
cost industries. 

This list of objectives, though 
forbidding, is by no means ex- 
haustive. In several cases, for 
instance, a number of private sector 
enterprises in unsound health were 
taken over by Government in order 
to maintain employment and 
production.!? 

There is probably an almost 
endless variety of constraints on 
public enterprises resulting from 
government attempts to achieve 
various objectives by imposing 
decisions on their investment, 
prices, wages, employment and, 
sometimes, output. Some con- 


12 For more information relating to 
this point on India, see Government of 
India, Ministry of Finance, Public Enter- 
prises Survey 1982-1983 (New Delhi, 
1984), vol. 1. 


straints may be explicitly artic 
ulated, but implicit constraints oj 
pressures may also impinge on the, 
functioning of public enterprises 
In many cases, these may amoun 
to nothing more formal than i 
conversation between the enter 
prise’s EE 8 director and a 
cabinet minister.’ 

Some non-market constraint 
may be similar in some respects tc 
taxes. For example, government: 
imposed output prices that are 
lower than those that would prevail 
in a free market may be similar in} 
their effects on enterprises to 
excise tax on output, without th 
benefit of tax accruing to Govern! 
ment. Even if a public oe 


is technically free of direct con: 
straints, it may be expected ta 
purchase the output of other 
inefficient public enterprises, thug 
inflating its own costs. Other 
government financial or budgetary 
transactions with public enterprises 
may have opposite consequences . 
For example, subsidized creditt 
from Government may have effects: 
opposite to those of a profits tax., 
and an operating subsidy may have: 
effects opposite to those of an| 
excise tax. 1 

While the nature, and even the’ 
existence, of many non-market 
decisions imposed to achieve) 
diverse objectives may be difficult. 
to ascertain, their likely economic’ 
significance is clear. To the extent. 
that they forestall ordinarily avail-- 
able avenues of adjustment, they | 
impede the ability of managers of 
public enterprises to respond tor) 
market signals in making decisions. 
Input and output prices may not | 
reflect opportunity costs, and an 
inefficient use of resources may — 
result. \) 

One of the crucial conse- 
quences of conflicting objectives is | 


13 For a more detailed discussion, — 
see Albert H. Hanson, Organization and’ — 
Administration of Public Enterprises — 
(United Nations, Economic and Social 
Council, 1966), pp. 28-51. 


- the failure 


to develop clearly 
defined performance criteria, due 
partly to a lack of responsiveness 


' on the part of Government and 
partly to a lack of initiative in the - 


public enterprises themselves. The 
business and commercial criteria, 
social obligation criteria and the 


regional development criteria into 


which the various objectives can 
be broadly compressed, remain 
generally dissociated from one 
another. By and large, despite the 
express or implicit commitment to 
various objectives, there is a 
tendency to eulogize those enter- 
prises that demonstrate better 
financial returns. Generating a 
financial surplus is still considered 
the primary yardstick for measuring 
performance. Though decisions 
imposed with a view to furthering 
other objectives stand in the way of 
the financial viability of some 


‘enterprises, these enterprises almost 


invariably get a lower rating when it 
comes to evaluation. As such, a 
culture of inferiority and demorali- 
zation sets in among them. 

The need for public enterprises 
to maintain economically meaning- 
ful accounts is crucial. The task is 
rendered highly complex by the 


‘multitude of decisions imposed 


upon them in order to achieve 
many different objectives. For 
example, a failure to account for 
subsidized government credit would 
understate capital costs, overstate 
profits, and exaggerate the return 
on capital invested in the enterprise 
and thus promote inertia. 

It is often argued that manu- 
facturing enterprises, in particular 
the larger ones, should raise their 


' own capital just as private sector 


enterprises do. In several countries, 
public enterprises are not allowed 
to issue stock to the public and all 
long-term capital is provided by 
Government or its financial institu- 
tions. Typically, government 
finance is provided to public enter- 
prises in the form of grants or low- 
interest loans. Public enterprises 


may also borrow with a government 
guarantee from domestic financial 
institutions. They are given priv- 
ileged access to domestic credit. As 
a result, public enterprises can 
command a substantial share of 
domestic resources. 

Underpricing capital, providing 
government guarantees, and giving 
public enterprises privileged access 
to funds may contribute, among 
other consequences, to the selec- 
tion of excessively large-scale 
capital-intensive projects, ineffi- 
ciency in the use of resources and 
in crowding out of private bor- 
rowers from local credit markets.’ * 
One remedy often advocated is to 
require public enterprises to pay for 
the opportunity cost of their 
capital. Requiring public enter- 
prises to pay for their capital in 
turn raises the problem of clarifying 
and costing goals. If a Government 
imposes a cost on its firms, it should 
reimburse them so that the per- 
formance of the enterprises may be 
honestly judged. 

Similarly, the incremental costs 
or benefits of directives related to 
the sale of outputs or purchase of 
inputs, hiring of personnel and their 
working conditions etc. do not 
generally enter the books of ac- 
count. Failure to take into account 
these costs or benefits affects per- 
formance evaluation as well as 
management and employee incen- 
tives. In consequence, operational 


14 For evidence on some of these 
practices and consequences in Bangla- 
desh, India, Indonesia and the Republic 
of Korea, see John Sheahan, “Public 
enterprise in developing countries”, in 
Public Enterprise: Economic Analysis 
of Theory and Practice, William 
Shepherd, ed. (Lexington, Massachusetts, 
Lexington Books, 1976), p.211;Mary M. 
Shirley, loc: cit, p. “155 R-P. Short, 
“Appraising the role of public enter- 
prises, an international comparison”, 
IMF Occasional Paper Series (Washing- 
ton, D.C., 1983), pp. 26-27; and Leroy 
P. Jones, Public Enterprise and Eco- 
nomic Development: The Korean Case 
(Seoul, Korea Development Institute, 
1975), pp. 194-195. 


efficiency suffers, and the potential 
capacity of public enterprises to 
mobilize resources is not realized. 


2. Pricing policies 


Another major issue concern- 
ing the capacity of a public enter- 
prise to contribute to a country’s 
domestic resource mobilization 
effort relates to flexibility in price 
determination. Uneconomic prices 
and rigidity in pricing policy have 
been considered as some of the 
important reasons for low surpluses 
in public enterprises. 

Pricing in public enterprises is a 
complex problem. In most of the 
developing countries in the ESCAP 
region, pricing policy is interlinked 
with investment, welfare and other 
development objectives. Since the 
trade-offs are not always clearly 
understood or the priorities are not 
precisely ordered, administered 
prices in public enterprises tend to 
remain inflexible. Moreover, enter- 
prises are given very little auton- 
omy in determining the prices of 
their output. In recent times, 
however, there have been definite 
indications that the problems 
created by price rigidity are being 
increasingly recognized and correc- 
tive measures implemented. 

The extent of government 
intervention in the pricing policies 
of public corporations in Bangla- 
desh has.varied over the years. The 
reluctance to adjust prices and 


tariffs was one of the major reasons 


for the substantial losses of public 
enterprises, such as the Bangladesh 
Textile Mills, the Bangladesh Petro- 
leum Corporation, the Bangladesh 
Power Development Board and 
several of the state transport 
agencies. Shortages of essential 
commodities during the immediate 
post-independence period, which 
created the potential for substantial 
speculative profits, provided 
support for those who favoured 
price controls. During the 1970s, 
price controls extended over about 
15 per cent of the commodities 
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produced by nationalized industries. 
However, if jute were excluded, 
these commodities accounted for 
about 70 per cent of total domestic 
sales. Price controls were either 
exercised (a) directly by the minis- 
try (e.g. for petroleum products); 
(b) through the list of essential 
commodities monitored by the 
Ministry of Commerce (e.g. vehicles 
and light bulbs); or (c) by the 
Cabinet (e.g. for fertilizers). In 
recent years, there has been appre- 


Box II.7. Principles 


Appropriate rules for pricing the 
output of public enterprises have been 
of interest to economists and public 
administrators for a long time. A 
survey of the important contributions 
to the theory of pricing of products of 
public enterprises reveals the following 
major principles. 


1. Marginal cost pricing 


The welfare economists argue that 
prices should equal marginal cost. 
Under certain assumptions, the applica- 
tion of this principle would lead to the 
optimum allocation of resources and 
maximization of welfare. Briefly, 
these assumptions are: perfect com- 
petition, perfect knowledge, divisibility 
and mobility of factors of production, 
and the absence of externalities in 
consumption or production. There is 
also an implicit assumption that the 
existing distribution of income and 
wealth among households and any 
changes in it resulting from the appli- 
cation of this principle are desirable. 

Quite apart from the unrealistic 
nature of many of these assumptions, 
there are also practical problems in 
implementing the principle. In 
enterprises subject to decreasing 
costs, total revenue obtained from 
charging a price equal to marginal cost 
would be less than the total cost. 
Hence, there would arise the need to 
cover losses out of the general revenue 
of government. This would create 
some distortions of its own because 
there hardly exists any practicable 
non-distortionary method of raising 
revenue. The determination of 
marginal cost may be difficult in a 
multiple-product enterprise. Further, 
it cannot be accurately assessed where 
the factors of production cannot be 
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ciable movement towards greater 
flexibility in pricing. The list of 
essential commodities subject to 
price controls has been reduced to 
infant milk food, cement, news- 
print and pharmaceuticals. For 
some important products, such 
as textiles, mills have been allowed 
a degree of price flexibility. The 
corporations have been given the 
power to adjust prices up to 10 
per cent to reflect changes in 
input prices and import costs. 


for determining prices in 


counted in marginal units. In many 
cases, marginal cost may be indeter- 
minate or nil, especially if the units 
of calculations are small, as, for 
example, the cost of carrying one more 
passenger in a railway train. 


2. Average cost pricing 


This principle has a number of 
variants. One of these is the applica- 
tion of the no-profit-no-loss criterion, 
according to which only costs would 
be recovered from the sale of output. 
An alternative variant would be to 
earn some profit by way of adding a 
mark-up on average cost (either in 
proportionate terms or an absolute 
amount) or a normal rate of return on 
the capital invested. 

The chief merits of the principle 
are that it would ensure financial 
viability of the enterprise and that it is 
easy to administer, though some 
problems may arise in defining costs, 
especially the treatment of the cost 
of capital. The principal demerit is 
that, except under highly restrictive 
assumptions, it does not lead to an 
optimum allocation of resources. 


3. Pricing for maximum profit 


It is argued by some that public 
enterprises should behave in a manner 
no different from private enterprises. 
The pricing policy should, therefore, 
be based on maximizing profit. This 
would enable public enterprises to 
maximize contributicns to govern- 
ment revenue or to finance investment 
out of retained earnings. However, if 
public enterprises operate in activities 
of a monopoly nature, as is often the 
case, the adoption of this principle 
would lead to less than optimum 


Certain sensitive items such as) 
fertilizer, foodgrains and petro-— 
leum products, as well as the 
services provided by major utilities) 
such as power and transport, 

remain subject to ministerial or 

cabinet control. 

Four approaches to price dcterl 
mination have been followed in| 
China. Prices and fees for goods) 
and services important to the 
national economy and/or vital to! 
the daily life of the consumers are’ 


public enterprises 


output and to a misallocation of | 
resources. Moreover, to the extent | 
public enterprises are set up to achieve 1 
social objectives, an indiscriminate | 
application of the profit-maximizing | 
principle would frustrate the achieve- — 


y 


ment of these objectives. 1 
a 
4. Import-parity pricing =i 


Another view is that the import 
prices would constitute a reasonable | 
basis for determining the price of | 
output. The underlying idea in import- 
parity pricing is that the consumers | 
ought not to be burdened with the | 
high cost of production in the enter- | 
prise. If the actual cost of production | 
exceeds the import price, the dif- | 
ference should be made up by govern- | 
ment subsidies. a 

Here, too, there are certain diffi. 
culties. First, public enterprises | 
produce a variety of non-traded goods — 
and services. Secondly, it is difficult | 
to identify imported products of 
comparable quality and technical 
specifications for the purpose of | 
determining parity prices. Thirdly, the 
prices of imports may be low as a | 
result of dumping by exporters. | 
Fourthly, in the case of some products, 
there may be a legitimate argument for’ 
protection of an infant industry. 

| This brief review indicates the: 
inherent complexity of determining | 
the appropriate prices of the output oft 
public enterprise. What is important is’ 
to ensure that the highest level of 
operational and technical efficiency is 
maintained so as to keep costs to the 
minimum, and then to determine prices* 
keeping in view the characteristics off 
the market for the product as well as* ik 
the social objectives the enterprise ise 
intended to serve. a0 


', Goods 


' economic structure. 


state determined and are controlled 
by provincial, municipal and 
autonomous regional authorities. 


This category of products includes 


important farm products, indus- 


trial raw materials, energy sources 


and transportation. Under the 
second approach, variable prices, 
‘the State either sets a maximum 
allowable price, a standard price, or 
_a minimum allowable price. The 
}other two approaches cover nego- 
; tiated prices and free market prices. 
and services sold at 
planned” prices under the first 
, two approaches comprise 70 per 
cent of total sales in the country, 
while the number of items subject 
to such prices is only between 10 
to 20 per cent of all goods and 
services.15 Since November 1979, 
China has abolished national 
control over the prices of more 
than 10,000 items. In 1980, the 
Government liberalized the prices 
of certain industrial products. 
Under the new scheme, manufac- 
turers are allowed to lower product 
prices by as much as 20 per cent of 
the uniform price set by the 
Government. The aim is to en- 
courage rational management.’ ° 


Further relaxation and rationaliza- 
tion of prices was announced very 


recently. 
The 


yess 


reforms announced in 


_ China in October 1984 stress that 


improvement of the price system is 
the key to the reform of the entire 
It has been 
realized that the irrational system 


' of pricing gives rise to inadequate 


price differentials for similar 
products of diverse quality; to irra- 
tional price ratios between different 
commodities, particularly the rela- 
tively low prices for some mineral 
products. and raw and semi-finished 
materials; and to the retail price of 
major farm and sideline products 
being lower than their state pur- 


4 Li Kui Wai, “Financing economic 
development in China” (mimeo.) (Sep- 
tember 1984). 


a Ibid. 


chasing price. A gradual redressing 
of this situation is envisaged. 

Prices in public enterprises in 
India were determined on more or 
less ad hoc basis till 1967. Then, 
the Administrative Reforms Com- 
mission!” suggested a number of 
principles for pricing in public 
enterprises. Subsequently, the 
Government laid down and further 
elaborated the guidelines for the 
formulation of pricing policies by 
public enterprises. 

In terms of market characteris- 
tics and the Government’s guide- 
lines, the pricing policies followed 
by public enterprises may be cate- 
gorized as follows:!® 

(a) Category 1; Enterprises 
under a system of price control. A 
system of retention prices has been 
adopted in the case of such prod- 
ucts as coal and fertilizers. 
Prices are determined taking into 
account the cost of production in 
the more efficient enterprises which 
account for a large percentage of 
total output, the optimum norms 
of consumption of raw materials 
and energy, and capacity utilization. 
The Government has also decided 
that as a matter of policy the 
review of administered prices 
should not be done at very long 
intervals as was previously the 
cases” 

(b) Category 2: Enterprises 
selling their entire output to 
central Government. There are a 
number of public enterprises which 
produce goods meant entirely for 
central government use. The prices 
of these products are negotiated on 
the basis of cost plus a reasonable 


17 Government of India, Adminis- 
trative Reforms Commission, Report of 
the Study Team on Public Sector Under- 
takings (New Delhi, 1967), pp. 192-193. 


18 T.M.C. Menon, “Policy regarding 
investment, prices and returns in public 
sector companies in India’’, Institute of 
Public Enterprise Newsletter (Hy- 
derabad), April-June 1977, pp. 18-23. 


19 Government of India, Ministry of 
Finance, Public Enterprises Survey 1982- 
1983, op. cit., p..216. 


return on capital employed; 

(c) Category 3: Enterprises 
whose products are sold to state 
government or other public 
sector enterprises. Prices for this 
group of companies are fixed on a 
negotiated basis, though it is 
recognized that the relationship 
between the manufacturer and 
customer is not so rigid as in the 
earlier cases; 

(d) Category 4: Enterprises 
selling ‘their products or services 
in international trade. In these 
cases, prices are determined by 
international market forces or by 
international regulations or under 
commodity agreements; 

(e) Category 5: Enterprises 
operating in the open market. The 
product prices of this category 
largely respond to market forces; 

(f) Category 6: Dual pricing. 
This is a new concept evolved first 
in the steel sector. This was an 
industry where investments were 
very high, age of plants varied a 
great deal and prices of most of the 
products had an impact on the 
overall price situation and exports. 
The prices of those steel goods 
that had an impact on the general 
price level and entered into the 
production of export goods were 
controlled by government. The 
steel mills were permitted to 
charge their own prices for other 
products. 

There is an institutional ma- 
chinery in India for watching prices 
in the economy as a whole and in 
the public sector in particular. This 
is the Bureau of Industrial Costs 
and Prices, which is entrusted with 
the responsibility for watching the 
prices in those industries referred 
to it by Government. The Bureau 
also undertakes studies at its own 
initiative. The prices recommended 
by the Bureau apply to an entire 
industry. Apart from this, the 
Ministry of Finance has a cost 
accounts division, which is used for 
enquiring into costs and prices 
wherever Government feels the 
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need for such enquiry. 

In Indonesia, no specific rules 
on pricing seem to have been laid 
down.?° However, in monopolistic 
industries, public enterprises are 
expected to maintain prices at a 
reasonable level in comparison 
with import prices. In competitive 
industries, prices are decided by the 
market. There is a very wide area 
where prices of commodities and 
services produced in the public 
sector are fixed by Government. In 
some of these cases, the “cost plus 
reasonable return” formula is 
employed. 

In Malaysia, the Government 
has not laid down any overall 
policy guidelines for pricing in the 
public sector. In practice, individ- 
ual pricing policies in keeping with 
the objectives of the concerned 
public enterprises are adopted.??! 
In the case of essential items, prices 
are fixed so as to ensure the avail- 
ability of goods and services at 
reasonable prices even if it results 
in losses to the enterprises. 

After 1970 the Government of 
the Philippines decided to establish 
domestic production of critical 
commodities and services such as 
steel, petroleum refining and 
textiles.2? Asa result, many public 
enterprises were set up. The pricing 
policies concerning their products 
are governed by overall national 
considerations rather then corporate 
commercial ends. In this respect, 


20 Astar Siregar, “State enterprises 
in Indonesia — some pricing, investment 
and retained farming aspects’, in 
Approaches to the Public Enterprise 
Policy in Asia on Investment, Prices and 
Returns Criteria (Kuala Lumpur, Septem- 
ber 1976), pp. 120-121. 


21 Tan Sri Dato’ Abdullah bin Ayub, 
“Public enterprises in Malaysia”, in 
Approaches to the Public Enterprise 
Policy in Asia on Investment, Prices and 
Returns Criteria, op. cit. pp. 93-95. 


22 Armand Fabella, “Public enter- 


prise policy on investment, prices and 
returns”, in Approaches to the Public 
Enterprise Policy in Asia on Investment, 
Prices and Returns Criteria, op. cit. pp. 
141-142. 
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public enterprises in the Philippines 
could be divided into: (a) manu- 
facturing and (b) service enterprises. 
In the case of manufacturing enter- 
prises, “prices” are generally 
expected to be lower than those 
offered by the private sector. In 
corporations dealing with farm 
produce, the pricing policy is again 
weighted in favour of low prices. 
Losses are made good by direct 
government subsidies. In the case 
of public utilities, however, the 
“price” of services invariably 
includes a return as a percentage 
of operating costs. This percentage 
return varies from one utility to 
another. 

In Sri Lanka, prices of export 
commodities are generally governed 
by international agreements or 
market costs. For some industries, 
the “cost plus” formula has been 
adopted. Social considerations play 
an important role in determining 
the prices of articles of mass con- 
sumption such as food, transport 
and clothing. Wherever such objec- 
tives external to an enterprise’s 
pricing strategy are imposed, the 
enterprises are subsidized.?? 

In Thailand, the pricing of 
public utilities is decided by the 
concerned ministries taking into 
account socio-economic and 
political factors.?7* | Where prices 
are kept at uneconomic levels, the 
companies are subsidized. In the 
case of some public enterprises, a 
pricing policy has been adopted 
requiring enterprises to earn about 
an 8 per cent return on initial 
investment reckoned in terms of 
historical value. 

As has been demonstrated, the 


23 Asian Centre for Development 
Administration, Approaches to the 
Public Enterprise Policy in Asia on 
Investment, Prices and Returns Criteria, 
op. cit., pp. 33-34. 


24 Krit Sombatsiri, “Government 
policy relating to public enterprises in 
Thailand”, in Approaches to the Public 
Enterprise Policy in Asia on Invest- 
ment, Prices and Returns Criteria, op. 
CIL ADS: 


objectives of pricing policy are 
diverse. One of the important 
reasons for the failure of public 
enterprises to generate sufficient, 
surpluses is that their prices are 
governed by considerations that 
have little to do with raising sur- 
pluses.” * 
It is obvious that there is nc| 
one simple and universal rule for 
public enterprise pricing that woulc’ 
ensure both economic and socia) 
objectives. Pricing principles for 
individual enterprises need to bel 
evolved keeping their specific 
conditions in mind. While remov| 
ing price distortions helps correc 
the misallocation of resources anc 
discourages waste, it may be im) 
practical in some cases from the 
social point of view. In such cases. 
there may be no alternative othe: 
than to resort to shadow priciny| 
so that the costs and benefits o 
running an enterprise are properly, 
evaluated. However, shadow price) 
involve complicated calculation’ 
and are difficult to administer! 
Moreover, estimation of shadow! 
prices is not free from conceptuai 
and empirical problems. Hence, ti) 
the extent feasible, efforts shoul}) 
be directed towards making marke® 
prices closely reflect true scarcitie: 
Such an effort cannot be piecemea\ 
since what matters is not th) 
absolute level of prices but the: 
relationship to one another. 


3. Autonomy vs. accountability — 


Among the most commo) 
issues confronting policy makers © 
the conflict between the require 
ments of enterprise autonomy any 
those of public accountability. Ol 
the one hand, autonomy is said t) 
be essential because busine! 
decisions cannot possibly be eff” 


25 G.S. Bhalla, “Theory and practi) | 
in public enterprise pricing — the Indi‘) 
experience”, in T.L. Sankar, R.K. Mish») 
and §. Ravishankar, eds., Public Ente 
prises in India — the Focus on R® 
searchers (Bombay, Himalaya Publishii:’ 
House, 1983), p. 235. 


Beginning in 1964 until about the 
| mid-1970s, there was a rapid growth of 
public enterprises in Malaysia. As 
| public enterprises increased in number 
and became involved in diversified 
| activities, the need for monitoring their 
| performance and for effective super- 
~ vision began to be strongly felt. 
The Ministry in charge of the 
, enterprise and the Finance Ministry are 
the two most important supervisory 
! bodies, which, among other things, 
oversee, regulate, advise and maintain 
continuous liaison with public enter- 
prises. In addition, a Ministry of 
Public Enterprises was established in 
1974, with the responsibility of co- 


4 Based on Mohd. Suffian Haron, 
“Government executive and super- 
visory controls over public enterprises 
in developing countries; Malaysia’s 
| experience”, Public Enterprise 
(Ljubljana), vol. 2, No. 4 (1982), 
pp. 59-68. 


ciently made under normal admin- 


istrative procedures. The business 
decision-making process must be 
quick to adjust to rapidly changing 
market conditions. The system of 
checks, balances and multiple 
responsibility is inherently unsuited 
to such flexibility. On the other 
hand, public accountability is 
essential because broad social 
interests must be served by public 
enterprises. To the extent that 
public enterprises are to be used as 
an instrument for achieving social 
goals and are financed with 
government funds,”° the decisions 
should lie with Government, which 
is presumably motivated by the 
public interest, rather than left to 
the discretion of managers, who 
may be responsive to more limited 
special interests. 


2 
6 M. Somasundram, “From watch- 


dog to ‘watchgod’: the transformation 
of relationships between democratically 
elected legislature and public enterprises 
— the Sri Lanka experience”, in Public 
Enterprise (Ljubljana), vol. 4, No. 3 
(1984), pp. 49-60. 


Box II.8. The supervision of public enterprises in Malaysia 


ordinating, monitoring and evaluating 
the performance of State Economic 
Development Corporations engaged 
in multifarious activities. 

Apart from supervision through 
routine reports, returns, statements 
and the audit of accounts, Malaysia 
has also set up a management informa- 
tion system (MIS) to facilitate control 
and supervision on the basis of up-to- 
date and accurate information. The 
Implementation Co-ordination Unit 
(ICU) of the Prime Minister’s Office 
maintains a computer centre, which 
collects, collates, updates and proc- 
esses all data relevant to evaluating 
the performance of public enterprises 
in the country. ICU services the 
Public Corporation Data Base (PCDB). 
PCDB serves to monitor the macro- 
economic aspects of the performance 
of public enterprises. 

The Ministry of Public Enterprises 
is also linked to ICU’s computer and 
monitors the performance of the 
enterprises under its administrative 


In several developing countries, 
the number of public enterprises is 
large, sometimes exceeding a 
hundred. It is difficult for the 
Government to exercise effective 
control over such a large number of 
enterprises, especially in countries 
with weak administrative capacity. 

Government procedures for 
dealing with new projects involving 
several ministries, a choice of 
complex technology and various 
kinds of control, including control 
on matters that fall within the 
operational category, place public 
enterprises at a distinct disadvan- 
tage. Detailed controls relating to 
pricing, purchasing procedures, 
employee benefits, imports, 
financing etc. can often stifle 
initiative and affect efficient 
management. Delays and indeci- 
sion lead to cost overruns as well 
as to waste of materials or output. 

Overall surveillance of public 
enterprises, particularly with 
respect to their expenditure, seems 
absolutely vital. Quite frequently, 
slippage in the performance of 


jurisdiction on a quarterly basis. The 
Ministry has drawn up some per- 
formance evaluation criteria. In the 
casé of commercial enterprises, 
financial performance is the major tool 
of evaluation. For public enterprises 
that are expected to serve some 
social objectives, a number of other 
performance criteria, in addition to 
financial performance, are used for 
evaluation. 

It seems that Malaysia has used 
MIS quite extensively. Evaluations 
based on MIS have often prompted 
the authorities to initiate remedial 
measures and, in some cases, even to 
liquidate public enterprises. The 
introduction of MIS has been an 
extremely useful step in the direction 
of more effective supervision and 
control of public enterprises in 
Malaysia. Nevertheless, some problems 
remain. Some enterprises have not 
devised their own MIS. In some cases, 
supervisory authority is exercised by a 
multiplicity of agencies. 


enterprises and non-repayment of 
loans by them contribute to excess 
expenditure in the government 
budget. Striking a balance between 
autonomy and accountability is 
difficult but, nonetheless, essential. 
Many large public enterprises 
operate as off-budget entities. A 
failure to control effectively the 
growth of expenditure of these 
enterprises may undermine the 
objectives of fiscal policy. In 
several instances, off-budget entities 
have tended to circumvent the 
austerity measures adopted by 
Government for stabilization pur- 
poses by incurring large loans on 
their own. Granting the necessary 
degree of autonomy to managers 
for efficient operation of enter- 
prises needs to be dovetailed with 
the requirement for ministerial 
control so as to ensure that the 
public good is being served. It is 
not that a control system in itself 
is undesirable. What is important is 
the degree of control and, more 
importantly, the manner in which 
an  information-based control 


I) 


system is administered. The 
desirable option appears to be to 
devise a few key indicators and to 
exercise control through monitor- 
ing performance based on those 
indicators, rather than attempt to 
supervise details of day-to-day 
operations. This would require 
careful formulation of the indica- 
tors as well as a clear understand- 
ing, both on the part of the 
enterprises and monitoring author- 
ities, of estimation procedures 
and interpretation of the indicators. 


D. SOME RECENT POLICY 
REFORMS 


Realizing the weaknesses of the 
performance of public enterprises, 
many developing countries in the 
ESCAP region have introduced 
reforms in several directions, in- 
cluding price reforms, of which 
some indications were provided in 
an earlier section. These include 
divestiture, autonomy in manage- 


ment, and increased commer- 
cialization among others. While 
the impact of these reforms 


cannot yet be judged, these initia- 
tives underline the awareness of the 
need to augment the supply of 
internal resources through public 
enterprises. The following para- 
graphs briefly indicate the initiatives 
taken in selected countries. 

Selling or denationalizing state- 
owned enterprises is one way of 
easing their administrative and 
financial burden on the State. It 
could allow the State to concentrate 
on the most pressing activities that 
only government can pursue. 
Nevertheless, divestiture is hard to 
implement; it is also a politically 
sensitive measure. In addition, 
Governments often try to sell only 
their losing operations, which pose 
difficulties in finding purchasers. 

Bangladesh has undertaken 
measures to reduce the extent of 
government involvement in activ- 
ities that could be more 
efficiently handled by the private 
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sector. Since the mid-1970s, the 
Government has transferred back 
to the private sector ownership of 
about 600 industrial units, most of 
which were too small to warrant 
government attention. The divesti- 
ture of jute and textiles mills during 
1982-1983 is significant in confirm- 
ing the Government’s willingness to 
include major sectors in this 
programme. A number of other 
Governments, including Pakistan, 
the Philippines and the Republic of 
Korea, have divested themselves of 
some public enterprises.” 7 

In several countries, efforts 
have been directed towards increas- 
ing capacity utilization. In Burma, 
capacity utilization in public 
enterprises has been increasing since 
1978/79. Decentralization of 
decision making, increased com- 
mercialization, better availability of 
raw materials and imported inputs, 
and the renovation of existing 
units are among factors that have 
contributed to improved capacity 
utilization.2% | Moreover, with a 
view to strengthening the financial 
position of public enterprises, the 
Government has introduced a 
measure permitting enterprises 
automatically to pass on a rise in 
the cost of imported raw materials 
to output prices. The calculations 
underlying the price adjustments 
are now subject only to a review by 
the Ministry of Finance; previously 
approval had to come from the 
Cabinet before prices could be 
adjusted. 

The multitude of reforms being 
implemented in China include 
granting autonomy to enterprise 
management in choosing personnel, 


procuring materials, setting up 
rewards, and selling outputs and 
purchasing inputs. The profit 


delivery system is being gradually 


27 Mary M. Shirley, loc. cit. p. 56. 

28 Burma, Ministry of Finance and 
Planning, Report to the Pyithu Hluttaw 
on the Financial, Economic and Social 


Conditions of the Socialist Republic of 
the Union of Burma, various issues. 


replaced by taxes. Management 
practices are being improved so 
as to define clearly responsibility. 
In some cases, rewards are being) 
linked to performance. Employ-| i 
ment of professionals in managerial 
cadres is being stressed. / 
The Government of India has, 
increasingly required public enter-| 
prises to concentrate on maximiz: 
ing their profits. The Government 
has also a policy of reducing public! 
sector borrowing. The norm of net 
earnings on capital employed by) 
public enterprises has been raised 
from 8 to 10 per cent.2? Con 
tinuing efforts are being made to 
implement performance budgeting 
in public enterprises. 
In Nepal, the Government 
disenchanted by the generally 
deteriorating performance of public 
enterprises, has taken several 
measures with a view to improving 
efficiency. Efforts are being made 
to fix the physical and financia. 
targets of public enterprises 
Achievement against these targets iv 
to be examined at the end of each 
year, and will become a basis fo 
performance evaluation and i 
source of public accountability | 
From the current fiscal year, 4 
process of scrutinizing the utiliza! 
tion of budgetary allocations ha! 
begun so that funds allocated fo: 
set programmes do not become 
diverted to other programmes) 
While earmarking budgetary prow 
vision for public enterprises, mor’ 
reliance is being placed on the 
management information systeni 
rather than on ad hoc allocations: | 
Non-productive capital expenditure’ 
programmes of public enterprise: 
are being discouraged. i 
Simultaneously, the Govern 
ment is currently considering th) 
possible areas of autonomy tha 


a Amiya Kumar Bagchi, “Publi 
sector industry and quest for sel) 
reliance in India”, Economic and Polity 
cal Weekly (Bombay), vol. XVII, No) — 
14, 15 and 16, annual number (Apr 
1982), pp. 615-628. 
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ought to be delegated to the boards 
of directors for effective decision 
making. Many of these actions 
have been prompted by the finding 
that the prices of goods and services 
have not been adjusted in line with 
costs incurred by public enter- 
prises.? ° 

In Pakistan, the intent of the 
Government’s industrial policy is to 
public participation in 
manufacturing as much as possible, 
in order not to strain the financial 
and administrative capacities of the 
Government. The Government has 
been keen to revive the private 
sector and has denationalized a 
number of industries. The current 
emphases are on the completion of 
ongoing projects rather than 
initiating new ones, and on increas- 
ing productivity in those industries 
that remain in the public sector. 
The Government has clearly indi- 
cated the areas of exclusive govern- 
ment activity, those in which both 
public and private sectors may 
operate, and those that would be 
left entirely to the public sector. 

In 1981, the Government of 
Pakistan launched a project to 
improve the performance of public 
enterprises. The goal was to 
increase their operating efficiency 
by 5 per cent a year. This, it was 
estimated, should yield savings 
equivalent to 1 per cent of GDP a 
year. The project involves evaluat- 
ing and motivating managers by 
means of a “signalling system” 
using “public profitability” in 
constant terms as an indicator of 
performance.2! The Government 
has also taken steps to inculcate 
financial discipline and manage- 
ment accountability. The Board of 
Industrial Management was abol- 


ished to decentralize decision 
making, and an Expert Advisory 
30 Nepal, Ministry of Finance, 


Economic Survey 1983-84 (Kathmandu, 
1984), pp. 69-72. 


31 For further details on the signal- 
ling system, see Mary M. Shirley, loc, 
cit., pp. 88-94, 


Cell was created in the Ministry of 
Production to monitor, co-ordinate 
and evaluate performance on a 
continuous basis.°? 

Based on the Government 
Invested Enterprises Management 
Law, which was enacted in 1983, 
the Government in the Republic of 
Korea has recently carried out 
structural reforms in 25 major 
government enterprises, in order to 
reduce government intervention in 
their operation and to enhance 
their management autonomy. 
Boards of directors, with the main 
function of approving the respec- 
tive company’s budget and major 
policy objectives, have been formed 
in all 25 enterprises. Formerly, 
these functions were carried out by 
appropriate government ministries. 
The companies’ day-to-day opera- 
tional decisions, however, will 


remain in the hands of the 
companies’ presidents, with the 


boards of directors advising only on 
medium- to long-term policy deci- 
sions. Thus, the management 
autonomy of the companies’ 
presidents has been strengthened in 
personnel management, procure- 
ment and _ outside contracts, 
matters in which government 
influence has been strong in the 
past. 

Concurrent with this strength- 
ening of management autonomy, 
the Government’s post evaluation 
system has been reinforced. The 
Government Invested Enterprises 
Management Evaluation Com- 
mittee, chaired by the Deputy 
Prime Minister, has been set up at 
the Economic Planning Board, with 
responsibility for establishing 
management objectives and evaluat- 
ing the management performance 
of individual enterprises. At the 
same time, the Government In- 
vested Enterprises Management 
Evaluation Task Force, which 
includes experts such as university 


32 Pakistan, Finance Division, 
Pakistan Economic Survey 1983-1984 
(Islamabad, 1984), pp. 8-9 and 26. 


‘management can 


professors and public accountants, 
has been established to develop 
objective methods for perform- 
ance evaluation.?? 

In Sri Lanka, with the 
economic reforms of 1977 and the 
dismantling of the regulatory struc- 
ture that previously existed, the 
favoured status hitherto enjoyed 
by public sector enterprises was 
discontinued. They were required 
to operate on a commercially 
viable basis and generate their own 
funds or resort to competitive 
commercial borrowing for develop- 
ment purposes. Since 1980, all 
manufacturing units have been 
expected to be self-financing and to 
be able to earn profits. However, it 
is observed that the general level of 
profitability of the public sector 
manufacturing enterprises has 
declined in recent years. Their 
aggregate financial results showed 
a profit of SLRs 679 million in 
1980, but in the subsequent two 
years overall losses amounted to 
SLRs 241 million and SLRs 555 
million respectively. Emphasis has 
been placed recently on financial 
viability, checking wastage and 
enforcing cost-saving measures as 
a step towards arresting this situa- 
tion.?* Since 1982, public cor- 
porations have had to pay a 10 per 
cent dividend to the Treasury on 
capital paid by the Treasury. 

While poor financial perform- 

of public - enterprises is 
more effective 

retrieve many 
units from this fate. The key issue 
is not one of public versus private 
ownership, but one of good 
management versus bad. The issue 
of ownership is essentially a politi- 
cal choice, but the case for effective 
management can be made without 
invoking any ideological considera- 


ance 
commonplace, 


33 Republic of Korea, Economic 
Planning Board, Economic Bulletin 
(Seoul, June 1984), pp. 3-4. 


34 Sri Lanka, Central Bank of 
Ceylon, Annual Report 1983, p..40. 
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tions. Realizable potentials for 


turnabout in performance exist in 
many cases, through managerial 


efforts, mobilization of the rank 
and file and actions to build up 
morale and credibility.25 — Effi- 
cient functioning of a public enter- 
prise sector side by side with a 
private enterprise sector also 
requires that rewards and incentives 
in the two sectors be comparable. 
If rewards and incentives in public 
enterprises are significantly lower, 
there would inevitably be a flushing 
out of the best managerial talent 
into the private sector or a less than 
optimum performance on the part 
of the public enterprise cadres.?® 


E. CONCLUDING REMARKS 


Despite some statistical short- 
comings, it is clear from the data 
presented that public enterprises 
are of considerable significance in 


35 Pradip N. Khandwalla, “Turn- 
around management in the public 
sector”, Lok Udyog (September 1983). 


36 pB. Karandawala, “Problems of 
public enterprise in a developing mixed 
economy and suggestions for a new 
approach with special reference to Sri 
Lanka”, Marga (Colombo), vol. 5, No. 1 
(1978), pp. 51-72. 


many countries. These now 
account for a substantial propor- 
tion of output or domestic capital 
formation or employment. Public 
enterprises operate in virtually all 
kinds of economic activity and 
are prominent in key sectors of the 
economy. 

It appears from the data 
presented that the financial returns 
and savings of public enterprises 
are generally low. The overall 
deficits of public enterprises are 
extremely large in some countries. 
As a result, public enterprises make 
sizeable demands on government 
budgets, bank credit and foreign 
borrowing. The precise effects of 
these demands varies from 
country to country depending on 
economic circumstances. However, 
their large size strongly suggests 
that, in some countries, public 
enterprises may have contributed 
significantly to inflation and 
balance-of-payments difficulties. 


While measures aimed at 
improving the performance of 
public enterprises have been 


initiated in a number of developing 
countries in the ESCAP region, 
these generally have not yet proved 
adequate. In many cases, the 


measures have been undertaker 
only recently and it would be 
premature to judge their effective 
ness. Nevertheless, in many coun — 
tries, there remains a need to clarify 
and rank the objectives of public) 
enterprises. | Where state enter. 
prises are expected to pursue both 
commercial and social goals, their 
performance will suffer unless they. 
are given a clear sense of priorities. 
Otherwise, their results cannot be 
measured against expectations. 
Losses can be too easily attributed. 
to social goals and poor manage- 
ment thereby concealed. 

Where non-commercial achieve- 
ments are expected of public enter- 
prises, government can judge the 
net gain (or loss) to society only by 
making these goals explicit and!) 
calculating their costs and benefits. | 
Perhaps it may be better to let 
some of these enterprises operate’ | 
on commercial, profit-seeking lines 
and then use their profits to achieve | 
social goals. | 

As mentioned earlier, if public: 
enterprises do not make profits, the: 
national surplus available for step- | 
ping up the rate of investment will 
suifer a corresponding reduction. | 
Furthermore, to the extent that the — 


Box II.9. Employee participation in management in Sri Lanka 


Since the early 1970s, Sri Lanka 
has been experimenting with elected 
employees’ councils as an institutional 
mechanism to encourage worker’s par- 
ticipation in management functions in 
public enterprises. As of January 
1975, there were 212 employees’ 
councils with 2,243 elected representa- 
tives representing 134,457 employees. 
However, for a variety of reasons 
including the absence of a legal frame- 
work, these councils could not func- 
tion effectively. In July 1977, the 
Government dissolved them.  Sub- 
sequently, the Government enacted 
the Employees’ Councils Act No. 32 
of 1979 to provide such a legal frame- 
work. 

Among the objectives of the em- 
ployees’ councils defined under the 
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Act were: 

(a) The promotion and main- 
tenance of effective participation of 
employees in the affairs of specified 
undertakings; 

(b) Securing mutual co-operation 
between employers and employees in 
achieving industrial peace and greater 
productivity. 

The councils were given the right 
to receive information from the 
employer and to seek advice from any 
person employed in the undertaking 
with regard to: 

(a) Methods of manufacture and 
their general nature; 

(b) The statement of financial 
accounts. 

Under the provisions of this Act, 
284 employees’ councils were elected 


in the early 1980s, covering 45 public 
corporations and statutory bodies. 
Since the councils have not yet func- 
tioned *for a long period, it is prema- 
ture to make an assessment of their 
performance. However, it was the 
experience of the Sri Lanka Central 
Transport Board, which had the highest 
number of employees’ councils, that 
there was an improvement in the 
morale of the workers. The workers 
showed an understanding and appre- 
ciation of the problems of manage- 
ment, including financial constraints.” 

4 Gamini C. Wijesekera, “Workers 
participation and self-management — 
the Sri Lanka scene”, Public Enterprise 
(Ljubljana), vol. 2, No. 3 (1982), 
pp. 17-24. 


growth of public enterprises 
depends on self-financing, a dearth 
of generated internal resources may 
limit the expansion of even essen- 
tial activities such as public utilities, 
which in turn will retard the pace 
of economic development. 

The need for financial reforms 
within public enterprises cannot be 
over-emphasized. The budgetary 
structures of enterprises do not 
appear to have received serious 
scrutiny. In view of the links 
between public enterprises and 
‘government, some modifications 
seem appropriate for several 
reasons. First, corporate planning 
and corporate budgeting seem to 
follow two different paths in most 
public enterprises, with the former 
emphasizing product development 
and diversification and the latter 
tending to be a purely financial 
exercise. An integration of these 


two aspects is essential for internal 
management as well as for account- 
ability to government. 

Secondly, as the overall non- 
financial public sector is a key 
factor in national economic 
management, it seems essential to 
improve enterprise budgets in order 
to facilitate compilation of national 
accounts. For example, detailed 
data, such as data on different 
kinds of employee compensation, 
which are needed for national 
income accounts, are not always 
available in the balance sheets and 
income and expenditure statements 
of enterprises. This situation, 
which differs from country to 
country, may have arisen from lack 
of central guidance and from 
leaving the responsibility for evol- 
ving the structure of budgets and 
accounts to the enterprises them- 
selves.27 Simultaneously, govern- 


ment budgeting procedures should 
be modified so as to reflect 
adequately the correct financial 
picture of public enterprises.°® 

Furthermore, steps should be 
taken to establish a performance 
evaluation system, coupled with 
incentives for improved perform- 
ance, as well as to set up an 
improved mechanism for monitor- 
ing the performance of public 
enterprises. 


37 A. Premchand, “Government and 
public enterprises: budgetary relation- 
ships”, in G. Ram Reddy, ed., Govern- 
ment and Public Enterprises (Bombay, 
Tripathy Publishing Company, 1923). 


38 For further elucidation of this 
point, see Organization, Management 
and Supervision of Public Enterprises in 
Developing Countries (United Nations 
publication, Sales No.E.74.11.H.4), pp. 
201-212. 
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V. GOVERNMENT BORROWING 


uring the 10 years beginning 

in 1973, government borrowing 
was a continuing and large means 
of financing government expendi- 
ture in both the developed coun- 
tries’ and the developing countries 
in the ESCAP region. The character 
of public debt has been radically 
changed from having been a means 
of financing temporary increases in 


J See “Recent increases in public 
debt pose threat to economic recovery, 
fund managing director cautions’, text’ 
of remarks by J. de Larosiere before the 
40th Congress of the International 
Institute of Public Finance, JMF Survey 
(Washington, D.C.), 3 September 1984. 


unforeseen expenditure and an 
instrument of counter-cyclical 
fiscal policy to become a perma- 
nent source of financing for 
growing proportions of govern- 
ment expenditure. This continued 
growth in the public debt has 
consequences for fiscal and mone- 
tary policy as well as for the 
maintenance of reasonable price 
stability. 

This chapter begins with a 
brief account of the growth of 
public debt and is followed by an 
analysis of the main factors behind 
this growth and a discussion of its 
consequences. The main discussion 


Table 11.20 Selected developing ESCAP economies. Ratio of government 


outstanding debt to GDP, 1972-1982 


(Percentages) 
1972-1975 1976-1979 1980-1982 

Domestic Total Domestic Total Domestic Total 
Fiji 123 18.8 14.8 23.1 15.17 05.5% 
India 30.0 42.0 35.2 46.3 41.0 50.2 
Indonesia 1.4 27.6 0.8 25.2 0.77 18.4" 
Malaysia 35.5 44.1 35.3 45.5 41.5 56.7 
Nepal 3.6 5.8 5.9 10.2 6.4 13.7 
Pakistan 212°. 2). 610 oases oO 23.0 52.1 
Papua New Guinea 6.9 25.6 oS 33.0 
Philippines 9.3 12.4 8.7 15.7 73% 16.54 
Republic ofKorea 3.9 15.1 3.9 12.9 6.2 16.3 
Sri Lanka 42.00. sg ae 219 ottes 8 44.0 78.8 
Thailand 21.2 22.8 20.7 23.4 20.5 O52 


Sources: IMF, Government Finance Statistics Yearbook (Washington, D.C.), 
various issues; International Financial Statistics, various issues; OECD, Main Economic 
Indicators (Paris), various issues; and national sources. 


4 1980-1981. © 1973-1975, 
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on borrowing from abroad is in 
Chapter VI, and this chapter will 
deal primarily with borrowing from! 
domestic sources. 


A. THE GROWTH IN THE | 
PUBLIC DEBT : 


As shown in Table II.20, there 
has been a relentless growth in the) 
ratio of the total public debt te 
the gross domestic product (GDP! 
in most developing countries in 
the region for which there are data 
The ratio has grown slowly in the 
Philippines, the Republic of Korez 
and Thailand. The ratio has fallen 
in Indonesia and Pakistan. In the 
years 1980-1982, the ratio ex) 
ceeded SO per cent in Indiaj| 
Malaysia and Pakistan and 75 pes 
cent in Sri Lanka. In the developec 
countries, in general, comparable 
ratios over the same period greve 
far more sharply, e.g. from 6.2 per 
cent in 1973 to 20.4 per cent in 
1983 in the Federal Republic 07 
Germany, 11.8 per cent in 197> 
to 52.5 per cent in 1983 in Japan 
and 19.1 per cent in 1973 to 35.5 
per cent in 1983 in Canada.? The 
ratios in 1983 in the developeci 
countries were generally highem 
than in the developing countries 
in the ESCAP region in the years 
1980-1982. Fiscal discipline, that. 
is keeping public expenditure down. 
to levels that can be largely met out 
of government revenue, seems to: 
have been maintained more: 
rigorously in the developing coun- 


2 5. de Larosiere, ioc. cit, p. 262: 


y 
anh 
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tries in the ESCAP region than in 
the developed countries. 

As shown in Table II.20, there 
are several countries in which the 
major source of increase in the 
public debt was foreign. These 
include Fiji, Malaysia, the Philip- 
pines and Sri Lanka. In this group 
of countries, the ratio of domestic 
debt to GDP rose less rapidly than 
the ratio of total public debt to 
GDP. In fact, in Indonesia the 


ratio of the domestic debt to GDP 


fell in 1980-1982 to 50 per cent 
of what it was in 1972-1975; in 


the Philippines also, there was 


a decline, although less sharp. 
In the other countries, there was 
either roughly equal growth in the 
domestic and foreign components 
or the domestic debt grew faster. 
The differences in the consequences 
of this divergent pattern of growth 
are of much significance. Where 
Governments borrow abroad, there 


is an addition to current resources 
in the economy and a lien on 
domestic resources in the future to 
pay interest and pay back debt. 
Borrowing domestically, however, 
is purely a mechanism for reallocat- 
ing current resources among 
economic agents in the domestic 
economy. 


B. FACTORS AFFECTING THE 
GROWTH OF PUBLIC 
DEBT 


In Chapter III, it was shown 
that government savings finance 
only a small proportion of total 
public investment including invest- 
ment undertaken by public enter- 
prises financed by lending from 


government. In some instances, 
government lends to agencies 
other than public enterprises, 
and these marginal amounts 
add further to the financing 


requirements of government. The 
weight of these transfers in total 
capital expenditure in selected 
developing economies of the region 
in recent years is shown in Figure 
11.9. The proportion is high in 
India, Malaysia and Sri Lanka and 
has tended to grow over time. In 
Malaysia in 1981, capital transfers 
amounted to nearly seven eighths 
of capital expenditure, in Sri Lanka 
two thirds and in India well over 
half. In these countries, much of 
these transfers were on account of 
public enterprises that depend on 
the Government for capital. When 


In -the case of Malaysia, for 
instance, it has been stated that “. 
most of these (off-budget) agencies 
depend on the Federal Government for 
grants, equity or loans, including 
domestic and external loans guaranteed 
by the Government”, Bank Negara 
Malaysia, Annual Report 1983 (Kuala 
Lumpur, 1984), p. 103. 


Figure II.9. Selected developing ESCAP economies. Share of government capital transfers in total capital expendi- 


ture, 1972-1981 


(Percentages) 
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Table 11.21. Selected developing ESCAP economies. Proportion of government expenditure (including net len 


financed by borrowing and changes in cash balances, 1972-1981 


(Percentages) 
1972-1975 1976-1979 
Total Foreign Domestic Total 

a a a ge 
Burma 26.3 16 29 6.3 6.8 " 
Fiji 11.1 4.9 6.2 15.8 4.9 

India 24.6 yes srs) 2S 3.5 

Indonesia 13.6 13.5 0.1 12.6 13.5 

Iran, Islamic Republic of -2.2 -9.1 6.9 14.5 -2.5 

Malaysia 25.5 7.0 18.5 19.7 5.2 

Nepal 17.9 5.8 12.1 22.6 10.5 

Pakistan 37.2 24.7 12.5 36.6 15.3 

Papua New Guinea Trae 6.6 2.7 

Philippines 5.9 2.3 3.6 7.7 5.2 

Republic of Korea 12.5 8.4 4.1 8.4 7.0 

Singapore -3.9 3.4 7.3 -3.2 3.3 

Sri Lanka 20.4 3.4 17.6 29.4 13.0 

Thailand 9.5 0.3 9.2 21.8 4.6 


Source: IMF, Government Finance Statistics Yearbook, 1983 (Washington, D.C.), vol. VII. 


@ 34973-1975. © 1974-1975. © 1980. 


government savings finance only a 
fraction of public investment, 
the balance must be financed by 
borrowing. 


Table II.21 contains informa- 
tion on the proportion of govern- 
ment expenditure (including net 
lending) financed by borrowing or 
changes in cash balances. In coun- 
tries where grants are of large 
amounts, these figures tend to 
understate the extent of depend- 
ence on sources other than govern- 
ment revenues raised domestically, 


because grants appear as receipt in- 


the relevant statistics. Nepal and 
some of the other least developed 
countries belong to this category, 
as do Papua New Guinea and 
certain Pacific island economies. 
In Burma, although grants have 
rarely exceeded 5 per cent of 
total expenditure, total revenue and 
grants have exceeded total expendi- 
ture (including net lending) since 
1977, in contrast to the period 
1972-1975. Singapore, which has 
not received any grants at all since 


186 


1974, has had total revenue exceed 
total expenditure (including net 
lending). As shown in Table II.21, 
the proportion of government ex- 
penditure financed by borrowing is 
very high in India, the Islamic 
Republic of Iran and Sri Lanka and 
not inconsiderable in Malaysia, 
Nepal, Pakistan and Thailand. 

The proportion of government 
expenditure financed by borrowing 
has risen over the period 1972 to 
1981 in India, the Islamic Republic 
of Iran, Nepal, Papua New Guinea, 
the Philippines, the Republic of 
Korea, Sri Lanka and Thailand. 
The most marked rises were in the 
Islamic Republic of Iran, Sri Lanka 
and Thailand. In Fiji and Malaysia, 
the proportion has tended to re- 
main constant. In Burma, Indonesia 
and Pakistan, the proportions have 
fallen, in Burma quite sharply. 


C. DOMESTIC SOURCES OF 
FINANCING 


The principal sources of 


Foreign Domestic 


1980-1981 


Total Foreign Domesté 


-13.1 -9.1 6.9 -16.0 
10.9 12.4 10.2 2.2 — 
23.8 33.0 3.0 30.0 
-0.9 8.6 8.0 0.6 
17.0 38.5 Lee 40.1° 
14.5 28.2 6.5 21.7 
12.1 19.7 12.4 7.3 
21.3 25.1 9.9 15.2 

3.9 13.2 9.4 3.8 
2.5 18.1 9.6 8.5 
1.4 13.6 4.8 8.8 
6.5 -3.0 0.2 -3.2 
16.4 40.1 14.8 25.3 
17.2 21.8 5.0 16.8 


domestic borrowing grouped into 
three categories in a number of 
developing countries in the ESCAP’ 
region are shown in Table I1.22. 
The distinction among the three! 
categories is that borrowing from 
“other domestic” sources such as; 
households, insurance companies, 
provident funds and other similar 
institutions results in a transfer of 
voluntary savings undertaken by 
economic agents in the private 
sector, whereas borrowing from~ 
deposit money banks creates new | 
purchasing power if these loans are 
financed out of new credit creation. 
Loans from monetary authorities, 
when spent, add to assets on the 
basis of which the rest of the 
banking system can create further 
credit. Provided there is adequate 
demand, these processes can result 
in spirals of purchasing power — 
carrying price levels to dizzy 
heights.* 


‘ For a discussion of the impact of 
government borrowing on aggregate 
demand, see Raja J. Chelliah, “‘Signifi- 


Among the developing coun-_—_ TO 
tries of the region for which there Figure 1.10. Selected developing ESCAP economies. Domestic debt by 


are data, as shown‘in Table II.22 _ type of debt holder, 1973-1981 

and Figure II.10, are Nepal, Paki- (Billion ringgits) ere (Billion pesos) pipe hae 
stan, the Philippines, Sri Lanka and 
Thailand, in which the monetary 
authorities have come to hold more 
than two fifths of the domestic 
debt outstanding. In Indonesia, the 
total domestic public debt is quite 
small, and the holding of a large 
proportion of this by monetary 
authorities is without much signi- 
ficance. In contrast, in Fiji, Malay- 
sia, Singapore and to a less extent 
in the Republic of Korea, monetary 
authorities have not purchased 


1973S 7s 77 79 81 


% (Billion rupees) 
much of government obligations 
as a means of financing government Republic of Korea 
expenditure. Institutions and 
individuals outside the banking (Ahovinasd bition wos) 


system have been by far the 
most important holders of 
government debt in Fiji, Malaysia, 
the Republic of Korea and 
Singapore. In Sri Lanka, some two 
fifths of the total outstanding debt 
has come to be held by subscribers 
outside the banking system. In 
Nepal, Pakistan, the Philippines and 
Thailand, domestic subscribers to 
cance of alternative concepts of budget- 


deficit”, IMF Staff Papers (Washington, 1973 75 te, ee 81 19734-7950 2) S77 i AS 
D.C.), vol. XX, No. 3 (November 1973), Total domesticdebt. = seeereee= Monetary authority 
pp. 741-784. ——— Depositmoney bank met me Other domestic holders 


Table II.22. Selected developing ESCAP economies. Domestic debt outstanding by type of debt holder, 1976 -1982 
(Percentages) 


Monetary authorities Deposit money banks Other domestic 

1976 1981 1982 1976 1981 1982 1976 1981 1982 
Fiji 3e7 2.6 2.2 36.1 25.9 21.5) 60.2 Tes, 76.3 
Indonesia 100.0 100.0 oh = - ss. = _ = 
Malaysia 3.3 3.1 Sen 27.7 22.3 oo 69.0 74.6 
Nepal 65.5 62.8" SSE 16.2 24.7 Sea 18.3 12.5 
Pakistan 44.0 42.8 45.3 29.5 32.4 PM) 26.5 24.8 2735 
Philippines 39.2 45.5 my 15.5 25.9 den 45.3 28.6 
Republic of Korea 24.4 14.6 Bae 36.1 oHielt Star 39.5 48.3 
Singapore 0.5 1:2 ate 17.3 14.3 ae 82.2 84.5 
Sri Lanka 25.8 42.8 41.2 20.9 15.9 19.1 5303 41.3 39.7 
Thailand 28.3 43.4 43.2 48.7 Bot 39.5 23.0 IES) 17.3 


Source: IMF, Government Finance Statistics Yearbook (Washington, D.C., 1983), vol. VII, 1983, Table F. 
a 
1980. 
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government debt outside the 
banking system are proportionately 
quite small. : 

In between the monetary 
authorities and institutions and 
individuals outside the banking 
system are the deposit money 
banks, which are important sub- 
scribers of domestic public debt, 
especially in Fiji, Pakistan, the 
Republic of Korea and Thailand. 

It is instructive to examine 
further the large subscription made 
by “other domestic subscribers” to 
government domestic debt. Private 
businesses and individuals are 
conspicuous by their near absence 
among subscribers to the public 
debt in these countries, except in 
Fiji, Malaysia, the Republic of 
Korea, Singapore and Sri Lanka. 
The high proportion in Malaysia 
is the result of large subscriptions 
by the National Petroleum Corpora- 
tion (PETRONAS), which is owned 
and controlled by the Govern- 
ment.> In all these countries, 
provident and pension funds are 
outstandingly large subscribers. In 
Malaysia, these comprise the Social 
Security Organisation, the Teachers’ 
Provident Fund and the Armed 
Forces Fund. In Fiji, Singapore 
and Sri Lanka, the subscriptions 
come largely from provident funds. 

With a young work force 


5 Bank Negara Malaysia, Annual 
Report 1983, op. cit., p. 98. 
Table 


11.23. Selected developing 


that is rapidly expanding and 
provident fund and other social 
insurance schemes with large room 
to expand to cover the entire 
labour force, provident and pension 
funds are a quite effective means of 
diverting resources to the public 
sector. With the fall in the family 
size in several countries of the 
region and changing relationships 
within the nuclear family, these 
institutions also become essential 
parts of social insurance mecha- 
nisms. However, for several decades, 
receipts are likely to be several-fold 
larger than disbursements and could 
provide a means of financing gov- 
ernment expenditure. 


D. SOME CONSEQUENCES 
1. Burden on the treasury 


One consequence of the con- 
tinuing reliance on debt finance is 
the burden on the treasury for 
meeting its debt obligations. There 
are limits to the possibility of 
raising new debts to meet past 
obligations. At some point, total 
savings in the economy may not 
suffice to finance a budget deficit 
without crowding out other invest- 
ment opportunities. The level of 
debt at which this consideration 
becomes important will, of course, 
differ from country to country. 
Nevertheless, the growth of service 
obligations in relation to that of 
government revenue cannot simply 


countries in the ESCAP region. 


Elasticity of domestic debt service payments with respect to government 


revenue, various periods 


Period 
Fiji 1972-1981 
India 1974-1981 
Indonesia 1972-1981 
Malaysia 1972-1983 
Nepal 1975-1982 
Republic of Korea 1970-1981 
Sri Lanka 1970-1982 
Thailand 1972-1982 
Source: ESCAP secretariat. 
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Coefficient of elasticity 


1.64 
1.24 
0.46 
0.92 
1.62 
1.20 
1.21 
0.81 


be put aside. In many developing 

ESCAP economies, the elasticity o 
domestic debt service payments 
(inclusive of amortization and 
interest payments) with respect tc 
total revenue exceeds unity. In the 
eight countries for which there are 
data (see Table II.23), government: 
debt has tended to rise faster than 
government revenue in Fiji, India, 
Nepal, the Republic of Korea and 
Sri Lanka. The relative growth) 
rates tend to be higher in the: 
countries with lower per capita. 
incomes than in Malaysia, the] 
Republic of Korea and Thailand.) 
Indonesia has enjoyed a special 
privilege on account of the rise in” 
revenue from petroleum produc- 
tion. | 


It is necessary for govern-_ 
ment revenue to increase at 
substantially higher rates than im ¥ 
recent years to prevent a more 
rapid growth in the burden of debt 
on the treasury. Another mecha- 
nism would be to allow public! 
enterprises to seek capital elsewhere: _ 
than from government sources. 
The need to secure capital from) 
markets in competition with others | 
would also subject public enter-| 
prises to discipline required by the 
market. Any increase of govern- | 
ment savings resulting from a 
slower growth of public current — 
expenditure would also reduce 
government’s need to borrow. © 
These aspects have been discussed’ 
in the relevant chapters. 


2. Development of financial 
markets 


As shown in Table II.22, insti- ~ 
tutions and individuals outside the 
banking system are by far the most 
important holders of government 
debt in Fiji, Malaysia, the Republic 
of Korea and Singapore. In Nepal, 
Pakistan, the Philippines and 
Thailand, domestic subscribers to 
government debt outside the 
banking system are proportionately | 
quite small. Sri Lanka, where some 
two fifths of the total outstanding 


| 


debt has come to be held by 
subscribers outside the banking 
system, falls in the intermediate 
range. These subscribers outside 
the banking system are mostly 
captive buyers. In most of the 
member countries of the Associa- 
tion of South-East Asian Nations, 
either through legislation or govern- 
ment regulation, certain institutions 
such as national provident funds, 
national saving banks and insurance 
companies are required to hold a 
significant proportion of their 
assets in these debi instruments.® 
Similarly in Fiji, India and Sri 
Lanka, national provident funds are 
tequired to invest a_ substantial 
portion of their funds in public 
debt instruments.’ For a more 
vigorous development of finan- 
cial markets and more efficient 
financial intermediation, these 
institutions need to be encouraged 
to hold a more diversified portfolio 
of assets. 

A necessary corollary of the 
above pattern of government debt 
holding is that private businesses 
and individuals are not significant 
subscribers to government debt. In 
Fiji and Sri Lanka, for instance, less 
than 1 per cent of government debt 
was held by this category of 
subscribers in the early 1980s. 
The relatively high proportion 
Observed in Malaysia (11 _ per 
cent) is largely attributable to the 
inclusion of PETRONAS. Such low 
participation of private businesses 
and households may, in part, be 
due to lower interest rates offered 
on government bonds than on other 
assets. For instance, in 1982 the 
interest rate on government bonds 
in Pakistan averaged 9.4 per cent 


Ismail Muhd. Salleh, “Growth and 
changing composition of public debts 
of ASEAN countries and their implica- 
tion on servicing capacity” (mimeo.) 
(September 1984), p. 22. 

7 WR. McGillivray, “Statutory 
provident funds and internal savings 


in developing countries” (mimeo.) 
(September 1984), pp. 9-10. 


against 12 per cent for one-year 
time deposits. In Thailand during 
the same period, the average 
interest rate on government bonds 
was 12.5 per cent, while that on 
one-year time deposits was 13 per 
cent and on two-year time deposits 
14 per cent. In some instances, 
however, lower interest rates are 
partially compensated for by the 
preferential treatment of interest 
income from government bonds for 
income tax purposes. In part, low 
subscription by the private sector 
may be attributable to the virtual 
absence of secondary financial 
markets in which government debt 
instruments can be sold to meet the 
subscribers’ liquidity requirements. 

In sum, it appears that there 
exists substantial scope in devel- 
oping countries in the ESCAP 
region to shift government bor- 
rowing away from the banking 
system and other captive lenders 
in favour of borrowing from private 
households and businesses. This 
could contribute towards a diversi- 
fication of the portfolio of the 
banking and non-banking financial 
institutions and reduce the prospect 
of inflationary pressure arising 
from borrowing from the banking 
system. In addition, access to gov- 
ernment debt instruments, which 
are generally considered to be safe, 
may have a beneficial impact on the 
propensity to save on the part 
of small household savers. Such a 
shift would require promotional 
campaigns to market government 
debt instruments, and improve- 
ments in their yield, maturity and 
marketability features, as well as 
the development of a variety of 
debt instruments. These require- 
ments obviously cannot be met in 
the short run. However, calculated 
steps in this direction may be worth 
pursuing. 


3. Money supply and inflationary 
pressures 


One way of tracing the conse- 


quences of government borrowing 
on purchasing power is that of 
examining the money supply in 
relation to changes in government 
borrowing. Government borrowing 
from the market outside the 
banking system involves a transfer 
of savings and does not directly add 
to money supply. Borrowing from 
the banking system may increase 
the money supply when such 
credit is in addition to what other- 
wise would have been available to 
the rest of the economy. Since the 
credit available to the rest of the 
economy is governed by both the 
demand for it and the supply, 
the latter being subject to general as 
well as selective controls in most 
developing countries of the region, 
it is extremely difficult to trace 
empirically the nexus between the 
extension of credit to government 
and the creation of additional 
credit. However, where credit to 
government is at the cost of credit 
to the rest of the economy, because 
banks have reached credit ceilings 
when they begin to lend to govern- 
ment, there would be no addition 
to the money supply. 

Of the 10 countries included in 
Table II.22 (Fiji, Indonesia, Malay- 
sia, Nepal, Pakistan, the Philippines, 
the Republic of Korea, Singapore, 
Sri Lanka and Thailand), deposit 
money banks hold 20 to 40 per 
cent of outstanding government 
domestic debt in nine. Singapore is 
the exception. Therefore, it is 
useful to investigate the effect of 
government borrowing from 
deposit. money banks on money 
supply in developing ESCAP coun- 
tries. 

An econometric study® on this 
aspect covering 15 countries, 
including four developing countries 


v Warren L. Coats, Jr. and Deena 
R. Khatkhate, “Money supply implica- 
tions of commercial banks’ financing 
of government debt in developing 
countries”, Oxford Bulletin of Eco- 
nomics and Statistics, vol. 40, No. 2 
(May 1978), pp. 173-193. 
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of the ESCAP region (India, the 
Republic of Korea, Sri Lanka and 
Thailand), concluded that govern- 
ment borrowing from commercial 
banks had little or no lasting 
effect on bank deposits. In the 
cases of Sri Lanka and Thailand, 
there was a negative relationship. 
In all four cases, it was estimated 
that an increase in government 
borrowing from commercial banks 
equal to 1 per cent of reserves 
would result in a change of money 
supply of less than one tenth of 1 
per cent. 

Government expenditure fi- 
nanced by borrowing from mone- 
tary authorities adds to privately 
held money balances. A proportion 
of this increase is deposited in 
banks. These deposits increase the 
reserves of the banks, which would 


Box II.10. The role 


That credit expansion will add to 
ageregate demand and money supply 
and cause domestic inflation and a 
deterioration in the international 
balance of payments is now a part of 
conventional wisdom. Higher domestic 
credit will cause money incomes to 
increase and hisher expenditure on 
domestically produced goods and ser- 
vices and hence inflation, unless excess 
capacity permits addition to supplies 
at pre-existing prices. A part of the 
increased money income will also be 
spent on imports affecting the balance 
of payments. Since in many develop- 
ing countries, practicable interest rates 
are by themselves unlikely to be 
sufficient to reduce the demand for 
credit adequately, ceilings are imposed 
on the quantity of domestic credit to 
regulate its volume. The International 
Monetary Fund generally requires 
countries to fix such ceilings and 
adhere to them as a condition for 
providing certain types of financial 
assistance to them. 

The determination of credit ceil- 
ings is based on the accounting identity 
that assets of the banking system must 
equal its liabilities. Net foreign assets 
plus domestic assets, that is, domestic 
credit must equal the liabilities of the 
banking system ie. money and quasi- 
money. Domestic credit can, there- 
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of credit ceilings 


then be in a position to expand 
credit. Here, a strong determinant 
of the increase in credit built on 
the basis of these new reserves and 
therefore on the money supply is 
the private preference for holding 
money. The higher the preference 
to hold currency, the lower will 
be the addition to reserves on the 
basis of which banks can create 
credit. The gradual monetization 
of the economies of developing 
countries provides a means by 
which governments can borrow 
from monetary authorities without 
adding substantially to bank 
reserves or high-powered money. 

As shown before, monetary 
authorities have come to hold more 
than two fifths of the domestic 
debt outstanding in Nepal, Paki- 
stan, the Philippines, Sri Lanka and 


fore, be expressed as assets of the 
banking system minus net foreign 
assets. 
In order to derive an economical- 
ly meaningful credit ceiling on the 
basis of the above accounting identity, 
the behavioural relationships under- 
lying the accounting identity need to 
be quantitatively estimated. The first 
step is to estimate the demand for 
money and quasi-money. The relevant 
explanatory variables include real 
income, interest rates and expected 
tate of inflation. The next step is to 
estimate the change in net foreign 
assets on the basis of forecasts of 
magnitudes such as exports, imports, 
capital inflows and debt service pay- 
ments. The level of domestic credit 
is then determined as the residual, 
that is, the difference between the 
estimated demand for money and 
quasi-money and change in net foreign 
assets. The permissible increase in 
domestic credit also can be allocated 
between the public and private sectors. 
The domestic credit requirement of the 
public sector is derived by subtracting 
foreign and domestic non-bank financ- 
ing from its estimated overall deficit. 
The balance will then be available to 
the private sector. If this figure is con- 
sidered too low to satisfy private sector 
demand for credit, adjustments have to 


Thailand. In India, for which disag 
gregated data are not available — 
borrowing from the monetar) i 
authority is known to be quit) 
large. An econometric study oy 


India, for example, found nel 
significant link between govern! 
ment borrowing from the centra 
bank and money supply.” However _ 
it found a significant relationship 
between the rate of change ir 
money supply and the rate oi 1 
inflation. Finally, another study | 
which investigated the relationship: 
between a government deficit anc 
inflation in a number of countries” 
including the Philippines and the 


9 V.C. Kharadia, “Deficit financing | 
money supply and prices in India”) 
The Indian Journal of Economics, vol. 
LIX, No. 234 (January 1979), pp. 
353-368. 3 


be made in the public sector deficit 
and the volume of credit available to it. 

To describe even briefly the 
mechanics of determining credit ceil- | 
ings is to reveal a number of the pitfalls | 
that would arise in rigidly applying | 
them. Estimates of the demand 
for liquidity and change in net foreign 
assets are subject to error from many | 
sources, both endogenous and exog- | _ 
enous. These relate to the problems 
of specifying the nature of the behay- 
ioural relationships (e.g. linear or 
non-linear), identifying relevant varia- 
bles, measuring the variables accurately 
as well as projecting external economic 
conditions. Besides, the specific 
effects of excess liquidity on output, 
employment, prices and the balance 
of payments depend on an economy’s 
structure and other policies, such as 
those relating to the exchange rate. 
The use of credit ceilings may be a 
useful tool in preventing the emergence 
of an unmanageable financial disequi- 
librium, but it should be followed with 
circumspection. Changes in economic 
conditions or behavioural assumptions, 
which may require departures from 
initially determined ceilings, need to be 
closely monitored. The failure to do 
so may frustrate the realization of the 
potential for growth on account of 
financial constraints. 


1 
i 
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_ economies 


Republic of Korea, found a nega- 
tive relationship for both of them. 
However, in the case of the 
Philippines, this relationship was 
statistically insignificant.!° 

There are some features of 
domestic debt that make it 
necessary to examine their poten- 
tial for generating inflationary 
pressures. First, outstanding debt 
as a proportion of GDP is quite 
high in India, Malaysia, Pakistan, 
Sri Lanka and Thailand and com- 
parable to that of some developed 
economies in which inflation has 
been a persistent problem in 


qecent years (see Table II.20). 


Secondly, the rate of growth of 
the public debt, especially in the 
early 1980s, has exceeded the 
growth rate of GDP in the majority 
of countries, as indicated by 
the rising ratio of debt to GDP. 
Thirdly, as seen before, it is the 
banking system that largely 
finances government debt in many 
countries. If these features persist 
into the future, substantial addi- 
tions to purchasing power cannot 
be ruled out. 

It may be argued that with 
much idle capacity in the manufac- 
turing goods sector in several 
of the region, the 
creation of purchasing power 
indeed may cause real incomes to 
tise and voluntary savings to 
increase in turn. However, the 
under-utilization of capacity itself 
may rest on factors that do not 
respond positively to a rise in 
domestic purchasing power. Indus- 
trial production may not rise 
because of shortages of power, the 
generation of which cannot be 
increased without either the 
installation of new imported equip- 
ment or the introduction of new 
projects with long gestation periods 


BeMichocl Bacdarich) “Inflation end 


monetary accommodation in the Pacific 
basin”, Federal Reserve Bank of San 
Francisco, Economic Review (Summer 
1978), pp. 23-26. 


to come on stream. Some capacity 
may be under-utilized because of a 
scarcity of critical inputs, which 
must come from abroad, and the 
creation of domestic purchasing 
power can do little to solve this 
problem. A more common barrier 
against the creation of real incomes 
by this process in most developing 
countries of the region has been the 
inelasticity of the supply of food 
and other wage goods in response 
to a rise in purchasing power. 
Although this problem has been 
eased so far as food is concerned in 
a number of countries, including 
China, India, the Philippines and Sri 
Lanka, with rapid growth in food 
output and the accumulation of 
foodgrains, any massive and per- 
sistent creation of purchasing 
power is likely to hit the barrier of 
an inelastic supply of food and 
other wage goods, unless released 
by an adequate import capacity. 
That import capacity cannot be 
easily increased has been demon- 
strated in the chapter on inflow of 
foreign resources.'! 

These rigidities in the devel- 
oping economies of the ESCAP 
region set limits to the extent by 
which Governments can secure a 
transfer of resources for its use by 
the creation of purchasing power. 
With some time lag, the rise in the 
price of wage goods is very likely to 
Taise wages. Where persistent 
inflation has convinced the work 
force to correct loss of purchasing 
power by, for example, the 
indexing of wages to the cost of 
living, a wage-price spiral may 
result. Efforts to contain wage 
increases may lead to industrial 


11 Fora systematic analysis of some 
of the processes producing inflation in 
developing countries, see Nathaniel H. 
Seff and Kazuo Sato, “‘Macro-economic 
adjustment in developing countries: 
instability, short-run growth and 
external dependency”, The Review of 
Economics and Statistics (Amsterdam), 
vol. LXII, No. 2 (May 1980), pp. 170- 
179. 


strife and significant loss of output. 

A rise in the price level reduces 
the real value of payments fixed 
in money terms. The devastating 
reduction in the purchasing power 
of wages earned by employees 
in the public sector in several 
countries in South Asia during the 
last decade, and the consequent 
loss of skilled personnel by the 
public sector, is very well known. 
Similarly, a reduction in real 
interest rates may reduce the flow 
of savings to the government and 
force it to borrow increasingly 
from monetary authorities. In fact, 
government has a major incentive 
to keep interest rates low to 
prevent domestic debt servicing 
from rising. It also has the capacity 
to do so when banks, insurance 
companies, provident funds and 
other similar institutions are either 
government-owned or are subject 
to rules and regulations that 
require them to hold government 
securities in their portfolios of 
assets. The consequences of 
artificially low real interest rates 
on resource allocation and the 
choice of techniques have been 
widely discussed elsewhere in 
recent years. 

Persistently high rates of 
inflation can cause resources to be 
locked up in holding inventories 
of goods, from which private 
returns can be enormously large, 
or in investment in real estate 
such as residential housing. These 
allocations may be quite contrary 
to the interests of the long-term 
growth in the economies.  Pro- 
longed inflation would adversely 
affect competitiveness of exports 
and increase the urge to import, 
building up pressures on the 
balance of payments and the 
exchange raté. All these would 
have arbitrary and _ probably 
inequitable income distribution 
consequences. Finally, capital 
flight abroad from economies with 
rapidly depreciating currencies 
may, in fact, reduce the total 
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amount of resources available to 
the economy. 

These arguments do not deny 
that government borrowing from 
the banking system can _ be 
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sustained on a significant scale 
without — generating _— excessive 
inflationary pressures if counter- 
vailing policies are simultaneously 
implemented. However, the need 


for devising effective countervailing 
policies without an adverse impact 
on other development objectives 
immensely complicates the tasks of 
debt management. 
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VI. EXTERNAL RESOURCE INFLOWS 


ere savings or external 
resource inflows have played a 
major role in the development of 
most developed countries. They 
also play a significant role in 
developing ESCAP economies. 
External resources are generally 
viewed as a means of supplementing 
domestic savings in order to achieve 
a faster pace of growth. The 
quantitative importance of this role 
has been shown earlier in Table 
1. In developing countries, 
external resources play another 
important role. In most developing 
economies in the region, domestic 
resources are not easily substi- 
tutable for foreign resources, in the 
short run. Consequently, import 
capacity often emerges as a binding 
constraint on the rate of develop- 
ment of developing countries.’ 
External resources help relax this 
constraint. Their importance in 
financing imports of developing 
ESCAP economies can be seen in 
Figure II.2. 

In considering the flow of 
external resources, one issue that is 
often raised is their effect on 
domestic savings. A priori, it can 
be argued that access to external 
Tesources has a positive impact on 
domestic savings. One can also 
make a case for the converse. 
Empirical tests are at best inconclu- 
sive. Some studies have found an 


See, for instance, H. Chenery and 
A. Strout, “Foreign assistance and 
economic development”, American 
Economic Review (Nashville), vol. LVI, 
No. 4, part 1 (September 1966), pp. 
679-733. 


inverse relationship between the 
inflow of foreign resources and the 
volume of domestic savings.” 
Others have found a positive 
relationship.* Further, it has been 
argued that any adverse static 
impact of foreign inflow can be 
quickly eliminated in a growing 
economy with increased levels of 
investment and income.* 

No attempt is made in this 
instance to assess the ultimate 
impact of the inflow of foreign 
resources on domestic savings and 
development. This chapter contains 
instead an evaluation of the recent 
experience of developing ESCAP 
economies with respect to the 


2 See, for instance, M.A. Rahman, 
“Foreign capital and domestic savings: 
a test of Haavelmo’s hypothesis with 
cross-country data”, The Review of 
Economics and Statistics (Amsterdam), 
vol. XLX, No. 1 (February 1968), pp. 
137-138; and T.E. Weisskopf, “The 
impact of foreign capital inflow on 
domestic savings in underdeveloped 
countries”, Journal of International 
Economics (Amsterdam), vol. 2 (1972), 
pp. 25-38. 


d See K.L. Gupta, “Foreign capital 
and domestic savings: a test of 
Haavelmo’s hypothesis with cross- 
country data: a comment’, The Review 
of Economics and Statistics, vol. LII, 
No. 2 (May 1970), pp. 214-216; and 
J.W. Christian and E. Pagoulatos, 
“Foreign capital, domestic finance and 
saving in developing countries”, Eco- 
nomia Internazionale (Genoa), vol. 
XXIX, Nos. 1-2 (February-March 1976). 


% Earl Grinols and Jagdish Bhagwati, 
“Foreign capital, savings and depen- 
dence”, The Review of Economics and 
Statistics, vol. LVIII, No. 4 (November 
1976). 


volume, composition and terms of 
external resource inflows and a 
discussion of some implications 
for the short-term future. 


A. AGGREGATE FLOWS 


Developing ESCAP economies 
have experienced a marked decel- 
eration in the growth of external 
resource inflows in recent years.° 
As can be seen from Table II.24 
total flows for South Asian 
countries grew at the rate of about 
10 per cent annually from 1976 
to 1980. In 1981, there was a 
significant reduction in the absolute 
amount. Based on that low figure, 
the rate of growth in 1982 was 8 
per cent. Yet the absolute amount 
in 1982 was lower than that in 
1980. For the East and South-East 
Asian economies, there has been a 
consistent deceleration in the rate 
of growth of official flows. How- 
ever, these economies experienced 
a twofold increase in private flows 
in 1981, with the result that the 
total flows nearly doubled. How- 
ever, in 1982, private flows 
dropped to nearly half of the 
previous year’s level, leading to a 
sharp decline in total flows in 


5 Data for the analysis of flows is 
drawn from the Organisation for Eco- 
nomic Co-operation and Develpment, 
Geographical Distribution of Financial 
Flows to Developing Countries (Paris), 
various issues. Aggregate flows consist 
of official and private flows. Official 
flow represents the sum of grants, 
official development assistance loans 
(concessional loans) and other (mainly 
non-concessional) official transfers. 
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spite of a modest increase in 
official flows. The Pacific coun- 
tries experienced an absolute 
decline in total flows in 1981. The 
marked increase in 1982 was largely 
accounted for by a big spurt of 
private sector flows into Papua 
New Guinea. 


The data in Table II.24 are 
in current prices and _ provide 
an inadequate picture of the 
significance of these flows. With 
1981 as the base year, the gross 
national product (GNP) deflator of 
the Development Assistance Com- 
mittee (DAC) countries increased 


Table II.24. Selected developing ESCAP economies. Net flow of external 


resources, 1976-1982 
(Millions of US dollars) 


1976 
South Asia 
Afghanistan A 76.5 
B -0.1 
A+B 76.4 
Bangladesh A 536.8 
B ,-0.2 
A+B 536.6 
Burma A 68.5 
B 4.6 
A+B (Biel 
India A 1 788.0 
B 44.2 
A+B 1 832.2 
Nepal A 50.0 
B -0.1 
A+B 49.9 
Pakistan A 1 373.8 
B 8.3 
A+B 1 382.1 
Sri Lanka A 161.4 
B -8.2 
A+B 153.2 
Total A 4 055.0 
B 48.5 
A+B 4 103.5 
East and South-East Asia 
China A 
B 
A+B 
Democratic A 0.9 
Kampuchea B 0.3 
A+B 1.2 
Hong Kong A 11.1 
B 412.5 
A+B 423.6 
Indonesia A 1 083.4 
B 1 614.6 
A+B 2 698.0 
Lao People’s Democratic 
Republic A 28.5 
B 1.9 
A+B 30.4 
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1980 1981 1982 
34.1 23.0 Che 
92 -0.3 Sb! 
43.3 Deel 12.4 
1 253.0 1 096.5 1 344.1 
6.4 -19.6 34.4 
1 259.4 1 076.9 1 378.5 
314.3 284.7 31723 
88.5 43.3 104.6 
402.8 328.0 421.9 
2 363.9 2 072.0 1 960.3 
128.7 PHI) 177.4 
2492.6 2 345.2 PANTIE 
162.7 180.2 200.4 
el3 0.4 -0.9 
161.4 180.6 119955 
EA Wil) 796.2 951.6 
113.7 77.5 209.2 
1225-6 873.7 1 160.8 
39652 374.0 431.1 
37.6 48.0 32.4 
433.8 422.0 463.5 
5 636.1 4 826.6 5 214.1 
382.8 422.5 560.2 
6 018.9 5 249.1 5 774.3 
509.1 473.8 546.9 
-185.5 1 414.6 131.2 
323.6 1 888.4 678.1 
281.2 130.0 43.9 
1.0 = -0.1 
282.2 130.0 43.8 
31.4 46.1 27.8 
878.9 1 723.0 1 027.0 
910.3 1 769.1 1 054.8 
132103 1 258.3 1 522.6 
458.5 3 310.3 1 268.6 
1 779.8 4 568.6 DOU 2 
40.9 35.0 38.4 
-0.9 = -0.2 
40.0 35.0 38.2 


from 67 in 1976 to 103 in 1980 
It was 98 in 1982.° Since the DAC 
countries constitute the majo 
source of those flows and they ar. 
also the main suppliers of th,| 
imports of most developing ESCA)! 
economies, the value of 1980-198: 
flows at 1976 prices is no mor) 
than roughly two thirds of th. 
amounts in nominal values. | 
The data in Table II.24 als: 
bear out a noticeable decline in th 
share of flows from official sources! 


‘This holds for low-income Sout! 


Asian countries as well as for t 

countries of East and South-Eas, 
Asia and the Pacific. However, i 
the latter two groups, there haw 
been substantial _—year-to- “yee, 
variations. The developing econc 
mies in the region, as a wholi 
accounted for just under 10 pe 
cent of private sector flows into a 
developing countries in 1980. I 
share doubled to about 20 per cer 
in 1981 and was of the order of I 
per cent in 1982. This change ii 


the composition ‘of extern: 
resource flows carries advers 
implications for debt  servicir 


liabilities since private credit 
usually provided on harder termi) 
This issue will be taken up later # 
the chapter. 


B. OFFICIAL FLOWS 


For a large number of devil 
oping ESCAP economies, of ficil| 
development assistance (ODA\ 
comprising ODA loans and granii) 
constitutes a significant componer | 
of total external financing. Frow 
the standpoint of dependeny 
on ODA, developing ESC# 
economies met be classified ini 
three groups.” The first group 

{ 
if 


‘ See, OECD, Development ( 
operation, 1983 Review (Paris, 1988} 
p. 245, Table J. 11. 


sone po net 


This classification largely folle 
that of OECD. See, OECD, Devel 
ment Co-operation, 1983 Review, ‘\ 
59-60. 


countries, with ODA accounting 
for more than 90 per cent of 
external inflows, comprises mainly 
the small island and least developed 
countries. (In descending order of 


reliance, these include Vanuatu, 
Solomon Islands, Tonga, Lao 
People’s Democratic Republic, 


Tuvalu, Bhutan, Niue, Democratic 
Kampuchea, Samoa, Afghanistan, 
Nepal, Viet Nam, Bangladesh and 
Cook Islands). Nearly complete 
dependence on ODA for these 
countries reflects their inability to 
mobilize external resources on 
non-concessional terms. 

The second group of countries, 
which rely on ODA to the extent of 
66 per cent or more of their 
external financing but less than 90 
per cent, has no distinguishable 
physical or regional characteristics. 
Per capita income level is of course 
telatively low in all these countries 
(comprising Burma, India, Kiribati, 
Maldives, Pakistan, Papua New 
Guinea and Sri Lanka). Under 
force of circumstances, some of 
these countries have stepped up 
non-concessional borrowings. In 
India, for instance, ODA accounted 
for 89.5 per cent of external 
financing in 1980, but declined to 
72.5 per cent in 1982. A similar 


_ teduction took place in Pakistan 


as well. 

In the remainder of the re- 
gion’s economies, ODA plays a 
relatively less important role. 
However, in some of them (such as 
Indonesia, the Philippines and 
Thailand), it still remains signifi- 
cant, accounting for over 30 per 
cent of external resource inflows. 

For a majority of developing 
ESCAP countries, growth of ODA 
is an important determinant of the 
availability of development finance. 
In the early 1980s, there has been 
either a marked deceleration in the 
growth of ODA or an absolute 
decline in most of these economies. 

One major cause of concern 
is that grants as a proportion of 
ODA show a distinct declining 


trend. The reduction in grants as 
a proportion of ODA carries a 
shift in favour of ODA loans. 
Between 1980 and 1982, grant as 
a proportion of ODA declined from 
56 to 50 per cent in South Asia. 


In East and South-East Asia, it 
declined from 50 to 44 per cent, 
whereas in the South Pacific, it 
remained stable at about 90 per 
cent. This is of particular concern 
to the least developed countries, 


Table 11.24 (contimed) 


1976 1980 1981 1982 
Malaysia A LSISEP? 216.7 258.0 261.3 
B 151.6 471.8 732.8 1 259.5 
A+B 306.8 688.5 990.8 1 520.8 
Philippines A 380.2 533.6 860.9 634.0 
B 705.0 441.6 383.2 319.3 
At+B 1 085.2 Sion. 1 244.1 953.3 
Republic of Korea A 767.3 586.8 872.6 1 122.6 
B 688.0 236.3 660.9 411.5 
A+B 1 455.3 823.1 1533-5 1 534.1 
Singapore A 353 43.2 P12 Dal 
B 135.9 709.2 13735 804.9 
A+B 7H 752.4 1 384.7 828.0 
Thailand A 230.4 GBM 522 781.8 822.3 
B -23.0 382.3 781.4 409.8 
A+B 207.4 13 ES 1 563.2 12328" 
Viet Nam A 186.9 2270 242.0 135.5 
B -0.7 -25.4 60.6 2.3 
A+B 186.2 201.7 302.6 137.8 
Total A 2 879.2 4 522.5 4 969.7 5 178.4 
B 3 686.1 3 367.8 10 440.3 5 633.8 
A+B 6 565.3 7 890.3 15 410.0 10 812.2 
Pacific 
Fiji A 31.8 63.9 82.1 67.5 
B 7.4 16.7 3.8 8.1 
A+B 39.2 80.6 85.9 75.6 
Kiribati A 19.2 23.3 15.1 
B == - 0.2 0.1 
AtB 19.2 23.1 TS v2 
Papua New Guinea A 234.2 347.6 368.7 450.1 
B 50.3 46.8 -44.9 150.5 
A+B 284.5 394.4 323.8 600.6 
Samoa A 25.1 24.9 DIpRG| 
B -0.5 -0.3 0.1 
A+B PIS PA 24.6 22.8 
Vanuatu A 44.0 30.5 26.0 
B - 1.6 -1.1 6.2 
AtB a5 42.4 29.4 3222) 
Total A 266.0 $00.4 $29.5 581.4 
‘ B San 61.4 -42.7 165.0 
A+B B23. 561.8 486.8 746.4 
ESCAP region A 7 200.2 10 659.0 10 325.8 10 973.9 
B 3 792.3 3 812.0 10 820.1 6 359.0 
A+B 10 992.5 14 471.0 21 145.9 17 332.9 


es a ee 6 ee ee ees 
Sources: OECD, Geographical Distribution of Financial Flows to Developing 


Countries, various issues. 


Notes: 


A = Total official net. B = Private sector net. 
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Table II.25. Developing ESCAP economies. Annual average percentage 
change in ODA disbursement and commitments from all sources, various 


periods 
Disbursement Commitments 

1980-1981 1982 1980-1981 1982 
over over over over 
1975-1976 1981 1975-1976 1981 
Bangladesh 8.8 18.0 14.3 5.6 
China - 7.0 = 63.0 
India 33) -18.4 5.0 -39.5 
Indonesia We?) -7.7 Du) -8.9 
Pakistan -3.9 -0.3 -2.1 1.8 
Papua New Guinea 3.9 -7.5 2.8 -2.3 
Philippines 32 -14.0 30.7 4.3 
Sri Lanka 19.5 10.4 33.4 -32.5 
Thailand 26.3 -13.4 53.6 13.3 
Developing ESCAP region 7.9 -9.6 11.1 -11.8 
All developing countries 10.9 -9.5 13.6 -3.6 


Sources: OECD, Development Co-operation, 1983 Review (Paris, 1983), Tables 
VIII-2 and Annex Table G.2. Data on commitments from OECD, Geographical Dis- 
tribution of Financial Flows to Developing Countries, various issues. 


among which there was a drastic 
decline in Bangladesh from 92 per 
cent in 1980 to 66 per cent in 1982 
and in Nepal from 79 to 69 per 
cent. 

Another aspect of the recent 
experience with ODA in developing 
ESCAP economies is that the 
deceleration experienced by them 
has been greater than that of the 
world total. In consequence, the 
share of many developing ESCAP 
economies in total ODA disburse- 
ments declined during the 1980s 
relative to the mid-1970s. At the 
subregional level, all the subregions 
suffered a decline in their share of 
total ODA except East and South- 
East Asia, where it is, in any case, a 
source of much less significance. 
There was an insignificant increase 
in this subregion (see Table II.26) 
because of the inclusion of China 
as an ODA recipient. 

The decline in the share of 
ODA flows to the Asian and 
Pacific region has taken place in 
a situation where ODA receipts 
per capita are much lower than in 
several countries in other regions. 
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Bangladesh’s per capita aid 
receipts of $16, Bhutan’s $7, 
India’s $4, Nepal’s $13 and 
Pakistan’s $14 during 1980-1981 
may be compared with Djibouti’s 
$195, Egypt’s $37, Guinea-Bissau’s 
$81, Sudan’s $40 and the United 
Republic of Tanzania’s $40, in 
order to obtain some perspective. 
China’s aid receipts have not yet 
reached $0.50 per capita. While 
recognizing that per capita levels 
may not be entirely satisfactory 
for determining aid flows, 
especially for the bigger countries, 
it is noteworthy that even in the 
smaller ones, including Bhutan 
and Nepal, per capita aid receipts 
were quite low. Overall, the 
region’s low-income countries, 
containing about 65 per cent of 
the total population of low-income 
countries of the world, received 
24 per cent of total ODA flows 
during 1980-1981.° 

ODA flows to the region’s low- 
income countries, with an average 


$ OECD, Development Co-opera- 
tion, 1983 Review, Table VIII.2. 


per capita income of $270, grew at! 
an annual rate of 6.3 per cent over 
the period of 1975-1976 to 1980- 
1981 compared with 19.1 per cent 
in respect of countries in Latin 
America and 18.2 per cent in sub- 
Saharan Africa, where average per 
capita incomes were $490 and. 
$300 respectively. Growth in 
ODA flows to the region as a whole 
was 8 per cent between the periods 
1975-1976 and 1980-1981 com- 
pared with 10.9 per cent for alll 
developing countries and territories.. 
There was a sharper fall in both 
disbursement and commitment 
levels to the region compared with 
world totals in the recession year of 
1982. 

Between 1981 and 1982, the 
absolute amount of official flows to 
the Asian and Pacific region 
increased whereas ODA declined, 
causing a shift away from ODA 
towards non-concessional official 
flows. Within ODA, shifts away 
from grants to loans were already 
noted. This change in the mix of 
official flows entails a greater debt 
burden for any given level of 
disbursement. 


C. PRIVATE FLOWS 


Unlike data on official flows, 
there is considerable discrepancy 
among sources in data on flows 
from private sources. The total of 
global gross outstanding  inter- 
national bank borrowing amounts 
to $3,000 billion according to one 
source, $2,000 billion according 
to another and $1,700 billion 
according to a third.? In view of 
the detailed disaggregation available 
from OECD sources, they have 
been depended upon for data on 
both official and private flows.1° 
The absolute size of private flows 


Z W.P. Hogan and IF. Pearce, 
The Incredible Eurodollar (London, 
Unwin Paperbacks, 1984), p. 151. 


10 OECD, Geographical Distribution 
of Financial Flows to Developing Coun- 
tries, various issues. 


used in this chapter may not be 
exact or exhaustive, yet the broad 
patterns of change ovér time can 
be observed from them. Moreover, 


components of private flows 
exhibit tremendous variations 
between years for any _ single 


country and between countries 
for any given year. Therefore, the 
following discussion is conducted 
with somewhat aggregative data, 
aggregation being over time or 
across countries or both. 


1. Foreign direct investment 
(FDI) 


Developing countries encourage 
the flow of FDI into their eco- 
nomies with a variety of potential 
benefits in mind. Apart from 
providing a supplementary source 
of finance, it can directly con- 
tribute to growth, employment and 
exports. In some countries, the 
efficient exploitation of natural 
resources may be an important 
consideration. Some of the other 
positive benefits that FDI can yield 
include the transfer of technology, 
skill development, the development 
of a work ethic, the promotion of 
managerial skills and the improve- 
ment of marketing techniques, 
especially in export markets. Some 
of the usual criticisms relate to 
their capital intensity, high import 
content in output, the “enclave” 
nature of activities undertaken with 
little forward or backward linkages, 
transfer pricing practices, insignifi- 
cant contribution to the transfer 
of technology and other skills 
owing to an unwillingness to 
employ local personnel in senior 
positions, monopolistic practices, 
attempts to crowd out local 
investors and interference in 
domestic policies. 

The balance between positive 
and negative consequences depends 
upon the nature of activities 
under FDI, the terms of agreement, 
policies and instruments adopted to 
encourage FDI and a country’s 


Table II.26 Selected developing ESCAP economies. Annual average share 
in total ODA disbursements,* 1975-1976 and 1981-1982 


(Percentages) 
1975-1976 1981-1982 
ESCAP total 32.1 25.7 
South Asia of which: 2162 15.0 
Bangladesh 4.1 Bye) 
Burma 0.3 1.0 
India 9.3 5:5 
Nepal 0.3 0.6 
Pakistan Sef) eh 
Sri Lanka 0.9 1.3 
East and South-East Asia of which: 9.0 9.1 
China = 1.6 
Indonesia 3.6 3.0 
Malaysia 0.4 0.4 
Philippines 1.0 1.1 
Republic of Korea 2 0.6 
Thailand 0.7 1.3 
South Pacific of which: 1.9 1.6 
Papua New Guinea 1.4 1.0 


Sources: OECD, Geographical Distribution of Financial Flows to Developing 
Countries, various issues. Percentages calculated by the secretariat. 


a 


capacity to monitor and control 
the activities of persons and institu- 
tions connected with FDI. It is 
beyond the scope of this chapter 
to evaluate the multifarious role of 
FDI. It aims at the limited 
objective of reviewing FDI as an 
instrument for mobilizing financial 
resources in the light of experience 
in the developing countries of the 
ESCAP region. 


(a) General trends 


During the 1970s, FDI flows to 
developing countries increased 
much slower than the other private 
flows. As a result, the share of 
FDI in total resource flows to 
developing countries fell from 19 
per cent in the 1970s to 11 per cent 
in 1980. FDI in the developing 
Asian and Pacific region, however, 
rose much faster than in developing 
countries elsewhere. The share of 
developing Asian and Pacific coun- 
tries in the total stock of FDI in 
developing countries had risen, by 
1978, to 26 per cent as compared 


Excluding ODA from Council for Mutual Economic Assistance countries. 


with 17 per cent in 1971.1! The 
share of FDI flows to the Asian and 
Pacific region in global annual 
FDI flows to developing countries, 
which stood at 13 per cent in 
1970-1972, rose to 25 per cent 
during 1980-1982.'? During 1982, 
however, FDI to the developing 
Asian and Pacific region fell 
drastically to $2.0 billion from $5.6 
billion in 1981. This experience 
was common to virtually all coun- 
tries. Malaysia, Papua New Guinea 
and the Philippines were the major 
exceptions. 

A conspicuous feature of the 
flows of direct investment to the 
ESCAP region is the variation in 
the size of flows to different 


_ Salient Features and Trends in 
Foreign Direct Investment (United 
Nations publication, Sales No. E.83. 
IL.A.8), pp. 58-62. 


12 Based on data from Transnational 
Corporations in World Development: 
Third Survey (United Nations publica- 
tion, Sales No. E.83.1I.A.14), pp. 
307-310; and OECD, Geographical 
Distribution of Financial Flows to 
Developing Countries, various issues. 
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countries and subregions. South- 
East and East Asian countries 
accounted for 95 per cent of flows 
of FDI to the region during 1977- 
1982, while the South Asian region 
accounted for 3 per cent and the 
Pacific host countries for 2 per 
cent. There may be some under- 
estimation of the share of the 
South Asian countries owing to the 
exclusion of some data on reinvest- 
ments and FDI by transnational 
corporations (TNCs) based in non- 
DAC countries. Nevertheless, there 
is little doubt that the countries 
of East and South-East Asia receive 
the lion’s share of FDI flows. This 
is also substantiated by a recent 
finding that in 1982 seven econo- 
mies of South-East and East Asia 
accounted for 86 per cent of the 
combined stock of FDI in 11 econ- 
omies of the region (Bangladesh, 
Hong Kong, India, Indonesia, 


Malaysia, Pakistan, the Philippines, 
the Republic of Korea, Singapore, 
Sri Lanka and Thailand) for which 
data were available.! * 


(b) FDI and resource mobilization 


The importance of FDI in 
resource mobilization can be 
assessed from a number of points 
of view. Three aspects are ex- 
amined here: the contribution of 
FDI to bridge a foreign exchange 
gap as its share in total external 
resource inflows, its contribution 
to investment and to tax revenues. 


(i) Share in external resource 
flows 


The relative role of FDI varies 


13 ESCAP/UNCTC Joint Unit on 
Transnational Corporations, “Survey of 
activities of transnational corporations 
from Asia-Pacific developing countries” 
(Bangkok, 1984) (unpublished). 


Table 11.27. Selected developing ESCAP economies. Share of foreign direct 
investment in total external resource flows, 1977-1982 aggregates 


(Percentages) 
Share 
East and South-East Asia: 
China® 3.0 
Hong Kong S22 
Indonesia 28.4 
Malaysia 22.0 
Philippines 15.6 
Republic of Korea 4.5 
Singapore 592 
Thailand 11.8 
Viet Nam Pet, 
South Asia: 
Afghanistan 2s) 
Bangladesh 0.3 
India 22 
Nepal 0.1 
Pakistan 1.4 
Sri Lanka 1.8 
Pacific: 
Fiji 18.7 
Papua New Guinea 1G8} 
Vanuatu 14.2 


ee ee ee ee ee ee 
Sources: OECD, Geographical Distribution of Financial Flows to Developing 


Countries, various issues. 
4 1979-1982. 
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substantially among countries. 
(Table 11.27). FDI provided 52 and 
59 per cent of total foreign) 
resources flowing into Hong Kong, 
and Singapore respectively. In 
Indonesia, Malaysia, the Philippines, 
and Thailand, FDI flows con-. 
tributed 28, 22, 16 and 12 per cent 
respectively of total resource” 
inflows. Bank sector loans were 
more important than FDI as a 
source of finance in Malaysia, the 
Philippines, the Republic of Korea 
and Thailand, and only slightly’ 


less important than FDI in 
Indonesia. The particularly low. 
proportion of FDI in totall 


resources inflow in the Republic 
of Korea appears striking. How- 
ever, this is supported by other 
independent studies'* which affirm 
that FDI has played a relatively 
minor role in the Republic of 
Korea. 

Since its opening up to ex-. 
panded trade and establishing finan- 
cial links with the international! 
economy in 1979, China has: 
attracted both private and official. 
external capital towards its develop- 
ment efforts. Available data 
indicate that the country absorbed 
private funds amounting to nearly 
$1.5 billion during 1979-1982 (49! 
per cent of total external resource’ 
inflow) while ODA to the country 
during the period amounted to) 
$1.1 billion (35 per cent of total! 
inflow). FDI, however, accounted 
for only 3 per cent of total external 
finances obtained. Recent official 
reports indicate a rapid increase in 
direct investment by foreign com- 
panies, amounting to $3.3 billion 
during 1979-1984.!5 In Viet Nam, 
on the contrary, FDI appears to 


be declining over time in absolute 

14 S “ 
ee, for example, “Role of 
foreign direct investment in recent 
Korean economic growth”, Korea Devel- 
opment Institute Working Paper 8104 
(Seoul, September 1981). 


15 Report from Xinhua News 
Agency, Asian Wall Street Journal (Hong 
Kong), 25 September 1984. 
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Figure II.11. Selected developing ESCAP economies. Share of foreign direct investment in GDI, 1969-1981 


(Percentages) 
12 


10 


a 1969-1971 
[ 1972-1976 


ee 1977-1981 


i 
a 


t 
kb ' 


0 i 5 
Hong Kong Indonesia Malaysia Philippines Republic Singapore 
4 1971. > 1970-1971. eee 
terms. investment ranked highest in supplying role of FDI. Non-equity 
In contrast to the East and Singapore (10 per cent), followed forms of participation can be 
South-East Asian countries by Papua New Guinea (5.6 per especially significant for small 
(excluding China and Viet Nam), cent), the Philippines (2.2 per economies with relatively large 


resources mobilized through FDI 
in the South Asian countries are 
extremely small, accounting for 
less than 3 per cent of total 
external resources obtained during 
1977-1982. All of the South Asian 
countries essentially still depend 
on ODA for external capital 
inflows, and the role of FDI in 
external resource mobilization 
seems to be extremely limited in 
the light of the experience during 
1977-1982. 

The situation is only slightly 
different in the three Pacific island 
countries (Fiji, Papau New Guinea 
and Vanuatu) for which data are 
available. Although the proportion 
of FDI is somewhat higher, official 
sources constituted over 80 per 
cent of external resource inflows 
to these countries during 1977- 
1982. 


(ii) Role of FDI in investment 


In terms of its contribution to 
domestic investment, the role of 
FDI in developing ESCAP countries 
is relatively modest. According to 
one source, during 1979-1981 the 
proportion of FDI in domestic 


cent), Malaysia (2.0 per cent) and 
Thailand (1.2 per cent).1® It was 
less than 1 per cent in all South 
Asian countries. In the Islamic 
Republic of Iran, it amounted to 
nearly 3 per cent. A recent 
study'’ of FDI in the East and 
South-East Asian countries con- 
cludes that FDI flows are only a 
small fraction of gross domestic 
investment (GDI), even in the 
market economies of East and 
South-East Asia (see Figure II.11). 
The limited quantitative 
significance of FDI in capital 
formation, as shown by the ratios 
of FDI to GDI, should be in- 
terpreted with caution. The 
problems of underestimation of 
FDI flows and increasing reliance 
on new (including non-equity) 
forms of participation by TNCs, 
are important factors lying behind 
the observed modest  capital- 


16 Transnational Corporations in 
World Development: Third Survey, pp. 
314-315. 


17 y. Hall and B. Johns, “The role 
of foreign investment in developing east 
Asian countries” (Canberra, 1984), 
Table 2 (unpublished). 


projects implemented with TNC 
involvement, as in the case of 
some South Pacific economies. 
The actual volume of investment 
by TNCs in host countries may 
also be higher than the observed 
inflows of FDI because of the 
use, where permitted, of domestic 
financing by TNCs. To the extent 
that there is no crowding out of 
local enterprises, such investments 
would add to resources mobilized. 
However, even making allowances 
for these factors, it would be 
reasonable to conclude that the 
contribution of FDI to investment 
has been rather modest in the 
region, with the possible exceptions 
of Hong Kong, Indonesia and 
Singapore. 


(iti) FDI and tax revenue 


Data regarding tax payments 
attributable to FDI are hard to 
obtain. Fragmentary evidence 
indicates that in a few countries 
such contributions may be of 
some significance. In Malaysia, 
for instance, in the mid-1970s 
foreign-controlled limited liability 
companies contributed about one 
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third of the total tax revenue; in 
the Philippines in 1976, the 324 
largest TNCs paid in taxes an 
amount equivalent to 5 per cent of 
total government expenditure, 
while tax contributions in Thailand 
seem to be on the order of 10 per 
cent of total tax revenue.!® 


18 Friedrich von Kirchbach, “Trans- 
national corporations in the ASEAN 
region: a survey of major issues”, 
Economic Bulletin for Asia and the 
Pacific (United Nations publication, 
Sales No. E.84.1LF.2), vol, XXXII, 
No. 1 June 1982), pp. 12-27. 


Several countries in the region 
have been actively encouraging 
the inflow of FDI by providing 
various incentives. The initiatives 
taken in this regard by some 
countries of the region were 
elaborated upon recently.1? Of 
late, China has further widened its 
range of incentives. Imports of 
machinery and equipment by 


Ms Economic and Social Survey of 
Asia and the Pacific, 1983 (United 
Nations publication, Sales No. E. 84. II. 
F. 1), pp. 99-102. 


foreign enterprises have beei_ 
exempted from import tariffs. Join. 
ventures would be exempted from 
income tax for an initial period of 
two years after they started makin), 
profits. The normal tax levy woulc| 
be halved in the third year. Joini 
ventures have been allowed to sell <. 
part of their output in loca” 
markets under certain circum) 
stances and to make payments ir 
Chinese yuan for local purchases.. 
The Republic of Korea has revised!’ 
its Foreign Capital Inducement Act. | 


“y 


Box II.11. Revision of the Republic of Korea’s investment 


incentives * 


The Republic of Korea is one of 
the latest countries to undertake a 
major revision of the legal framework 
for. stimulating foreign investment. 
Effective from 1 July 1984, the 
Government revised the Foreign 
Capital Inducement Act, which is the 
basic law governing the flow of foreign 
loans, equity investment and _ tech- 
nology into the country. The principal 
aim of the revision is to secure foreign 
capital and technology through relaxa- 
tion or removal of restrictions on the 
inflow of direct foreign investment and 
foreign technology. 

The most important change 
instituted by the revised Act is the 
introduction of a negative list system 
for determining which industries will 
be open to direct foreign investment. 
Under this system, only those indus- 
tries that are on the negative list are 
prohibited or temporarily restricted 
from entry by foreign investors, while 

- all industries not on the list are eligible 
for foreign investment. 

The selection of industries for 
the negative list is based on the Korea 
Standard Industrial Classification 
System. Of the 999 industries 
included in the classification, only 297 
industries have been included in the 
negative list, 702 being left open. 
Under the old positive list system, 
direct foreign investment was 
permitted in only 521 industries. 
Among the manufacturing industries, 
only 71 industries have been included 
in the negative list, leaving 449 


Based on the Republic of Korea, 
Economic Planning Board, Economic 
Bulletin (July 1984). 
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industries 
investment. 

Industries on the negative list 
are divided into two groups, those 
prohibited and those restricted. Pro- 
hibited industries will not be open 
to foreign investment at all. These 
include activities currently undertaken 
by the Government or public corpora- 
tions, comprising mainly public utili- 
ties and cigarette and ginseng manufac- 
turing. Other prohibited projects 
include those deemed to be harmful 
to public health or sanitation, projects 
that negatively affect the customs of 
the people, and mass media. 

Projects in the restricted group 
will not be open to foreign investment 
in principle. Exceptions may be made 
on a case-by-case basis. Industries in 
the restricted group are: domestic 
industries in need of temporary protec- 
tion, energy-intensive industries or 
those that require large volumes of 
imported raw materials, industries that 
pollute the environment, simple 
personal and household service indus- 
tries, projects that produce luxury 
products and projects affecting the 
livelihoods of farmers and fishermen. 

In order to facilitate government 
approval of foreign investments, an 
automatic approval system has been 
adopted. Projects that are not on 
the negative list, that have a foreign 
equity share of less than 50 per cent, 
the foreign investment in which is 
below $1 million and that do not 
request tax exemption will be 
immediately approved by the Ministry 
of Finance without review by a 
committee or reference to the relevant 
ministry. Furthermore, there are no 


open to direct foreign 


longer restrictions on the portion of 
equity foreign investors may own, 
except in a few limited cases. 

Although exemptions and reduc- 
tions of customs duties on capital 
goods imported as part of foreign — 
investments have been continued, i 
the various tax advantages given 4 
exclusively to foreign-invested enter- 
prises have been abolished in order to 
foster fair competition between | 
foreign and domestic enterprises. In 
exceptional cases, however, where the 
foreign investment project is expected 
to contribute greatly to the develop- | 
ment of the national economy, some | 
exclusive exemptions or reductions | 
may be granted. Project to be consi- 
dered for such tax exemptions include | | 
those that contribute to the improve- 
ment of the Republic of Korea’s 
balance of payments, projects accom- 
panied by advanced technology or 
large amounts of capital, projects 
invested by overseas Koreans or 
those located in free export zones. 

In cases where special tax benefits 
are granted, the period of the exemp- 
tion is five years, as in the previous 
system; the 50 per cent tax reduction 
for the subsequent three years is no 
longer granted. However, within 10 
years of the registration of an enter- 
prise, the foreign investors have been 
allowed the freedom to choose the 
five-year period during which they 
wish to receive the tax exemption, so 
as to maximize its benefit. In addition, 
instead of tax exemption, qualified 
foreign-invested enterprises may 
choose special depreciation allowances, 
which might be more favourable for 
some capital-intensive projects. 
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2. Bank sector loans 


A significant proportion of 
private flows are in the form of 
bank loans. At the regional level, 
there was a very large growth 
of bank loans in recent years until 
1981. Between 1981 and 1982, 
there was a drastic deceleration as 
the growth rate dropped to 14 
per cent from the preceding year’s 
rate of nearly 200 per cent. More- 
over, this positive but low growth 
rate could not prevent a decline in 
the absolute size of private flows in 
1982 because it was accompanied 
by a sharp fall in direct foreign 
investment. 

The dramatic rise in the bank 
loans between 1980 and 1981 was 
common to all subregions. Within 
the subregions, the increase in 
South Asia was largely attributed 
to India. Among East and South- 
East Asian economies, Indonesia, 
Malaysia and the Republic of 
Korea recorded large increases, 
whereas Papua New Guinea 
received the largest increase among 
the Pacific group. But the ex- 
perience in 1982 was much more 
differentiated: the growth rate was 
about 7 per cent in East and South- 
East Asia, 26 per cent in the 
Pacific and 156 per cent in South 
Asia. 

An important feature of bank 
loans to the developing Asian and 
Pacific region is that, in spite of 
high growth rates experienced by 
South Asian and Pacific countries, 
their share compared with East 
and South-East Asia still remains 
small, as shown in Figure II.12. 

Another aspect of bank sector 
loans is that a significant portion of 
developing countries’ loans since 
the mid-1970s have been con- 
tracted on a variable interest rate 
basis.2° This development in the 


international financial markets has 

DON ae “Des 
Richard O’Brien, “‘Private bank 
lending to developing countries”, World 
Bank Staff Working Paper 482 (Washing- 
ton, D.C., August 1981), p. 5. 
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affected the developing Asian and 
Pacific region as well. In the South 
Asian countries, such loans were 
Virtually non-existent until 1977. 
By 1981, their proportion in total 
public and publicly guaranteed 
debt rose to 3 per cent. East and 
South-East Asian and the Pacific 
countries and areas witnessed a 
dramatic change in this regard.?? 
The share of variable interest loans 
for this group, which was about 10 
per cent in 1974, doubled in two 
years and reached over 30 per cent 
in 1981.2? There are significant 
variations among countries. In 
South Asia, for instance, variable 


21 Fiji, Hong Kong, Indonesia, 
Malaysia, Papua New Guinea, the Philip- 
pines, the Republic of Korea, Samoa, 
Solomon Islands, Singapore and 
Thailand. 


22 World Bank, World Debt Tables, 
1982-1983 Edition (Washington, D.C., 
1983), pp. 113 and 241. 


1980 


eS 
© 


1982 


aes East and South-East Asia 


interest loans accounted for 0.1 
per cent of the total in Bangladesh 
in 1981, whereas in Sri Lanka it 
reached 15 per cent. Similarly, 
in the same year in East and South- 
East Asia, the proportion ranged 
from under 20 per cent in 
Indonesia to about 40 per cent in 
Malaysia and the Republic of 
Korea. In the Pacific countries, 
the range of variation was from 
about 3 per cent in Samoa to 36.7 
per cent for Papua New Guinea. 
The growing importance of 
variable interest loans adds a 
new dimension to the problems of 
economic management. One set 
of complications arises because 
liabilities resulting from this type 
of loan cannot be predicted with 
certainty. Secondly, with variable 
interest rate loans, interest charges 
incorporate an inflation premium. 


Therefore, interest rates increase as 
inflation proceeds, leading to 
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Table I1.28. Share of short-term claims in outstanding bank claims, 1978- 


1982 
(Percentages) 
December December December December December 
1978 1979 1980 1981 1982 

Non-oil developing 

countries 44.7 43.2 45.5 46.1 46.5 
Philippines 50.0 S267 58.1 56.9 59.5 
Republic of Korea 57.3 55.8 62.3 57.8 Se) 


Source: 


IMF, International Capital Markets, Development and Prospects, 


Occasional paper 23 (Washington, D.C., July 1983), p.9, Table 5. 


amortization of the loan at a 
faster rate in real terms than 


originally expected. This in turn 
implies that countries are required 
to resort to larger gross borrowing 
to maintain the same real net 
resource transfer. By this process 
a country’s vulnerability to disrup- 
tions in capital markets or short- 
run fluctuations in exports is 
increased” * and the maintenance of 
“credit-worthiness’” becomes more 
problematic. Thirdly, in order to 
increase gross borrowing to main- 
tain the same level of real net 
transfer, re-financing arrangements 
have to be made. This may impose 
considerable strain on the adminis- 
trative machinery, and may also 
involve additional costs in the form 
of management fees, commission 
charges etc. 

Another feature of bank sector 
loans that deserves special men- 
tion is the deterioration of the term 
structure in recent years. While the 
time profile of the maturity 
distribution for different countries 
is not available for a long period of 
time, there are indications that 
both globally and in some coun- 
tries of the region, the term 
structure of bank credit flows is 
changing in that short-term claims 
of less than one year maturity 
have become extremely important 


23 Bahram Nowzad, ‘Debt in devel- 
oping countries: some issues for the 
1980s”, Finance and Development 
(Washington, D.C.), voL19, No.1 (March 
1982), p. 16. 
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(see Table II.28). At the end of 
1982, 45 per cent of China’s gross 
debt with the international banks 
had a maturity of one year or less. 
For India and Malaysia, the relevant 
figures were nearly 50 and 25 per 
cent respectively. 

This change in the term struc- 
ture implies that a greater propor- 
tion of export earnings will have to 
be devoted to debt servicing in the 
immediate future. The deteriora- 
tion of the maturity structure also 
aggravates some of the adverse 
consequences arising from variable 
interest loans. 


D. SOME MAJOR ISSUES 


Broadly speaking, the analysis 
in the two preceding sections 
indicates a change in the com- 
position of external resource 
inflow, involving a shift from offi- 
cial to private flows. Within official 
flows, there is a tendency towards 
the substitution of ODA loans for 
grants and of ODA loans for non- 
concessional loans. This has been 
accompanied by the growing im- 
portance of bank sector loans, 
a greater proportion of which are 
being contracted on _ variable 
interest rates and with shorter 
maturities. Some of the major 
issues arising out of this changing 
mix are discussed below. In addi- 
tion, various issues relating to the 
administration and disbursement 
procedures of official flows are 
pointed out. 


1. Terms 


An issue of great concern to | 
developing ESCAP economies is the I 
in the | 
terms on which external resources _ 
One indication of © 
this deterioration is the progressive © 
increase in interest rates on which 
The | 


noticeable deterioration 


are available. 


new loans are contracted. 
average interest rate on new public 


debt commitments from official — 


creditors for South Asian coun- 


tries increased from about 2 per | 


cent in the early 1970s to about 
4 per cent in the early 1980s. 


Coupled with changes in maturity — 
grant © 
element in official credit for this — 


and grace periods, the 


group of countries declined from 


about 60 per cent in the early - 
1970s to about 50 per cent in the | 


early 1980s. The deterioration in 


the terms of credit from private — 
During © 


sources was even sharper. 
this period, interest rates jumped 
from 5 to 13 per cent. The grant 
element in private credit is, of 
course, expected to be low. 
Nevertheless, the fact that the 
grant element declined from 22 
per cent in 1972 to -14 per cent in 
1980-1981 
deterioration. 

The experience of East Asian 
and Pacific countries is similar. 
Between the early 1970s and the 
early 1980s, this group of coun- 
tries suffered a doubling of interest 
rates on credit from _ official 


indicates the rate of - 


sources, and the grant element fell 


from 42 to under 20 per cent. As 
regards credit from private sources, 
the average interest cost rose from 
8 to over 13 per cent, and the 
grant element declined from over 
7 to -16 per cent. 


2. Net resource transfer 


The marked changes in the 
composition and terms of external 
credit have adverse implications for 
net resource transfers. In many 
countries of the region, amortiza- 
tion and interest payments have 


been claiming a larger share of 
disbursements. In consequence, 
the net flow of resources has been 
declining. This can be clearly 
seen in the rising trend in roll-over 
ratios. The roll-over ratio is the 
ratio of interest plus amortization 
payments to disbursement and is 
inversely related to net resource 
transfers. 

The rise in the roll-over ratio 
implies that, for any given level of 
net transfer, greater gross debt has 
been incurred than would have 
been the case with a constant or 
lower roll-over ratio. The resultant 
increase in the cost of debt service 
in the future will have to be met 
out of either exports or new debt. 
In the event of a decline in export 
earnings due to short-term domestic 
or external economic conditions, 
countries with high roll-over ratios 
may have no option other than to 
incur new debt. However, a decline 
in export earnings also makes a 
country’s liquidity position 
difficult and adversely affects its 
credit rating. This in turn creates 
problems for raising new debt 
precisely at a time when it is most 
needed. In such circumstances, 
countries with high roll-over ratios 
may be forced to accept harsh 
terms to avoid default. 

Over the decade 1971-1981, 
all groups of countries have suf- 
fered a decline in net transfers. By 
1981, nearly two thirds of disburse- 
ments were being used by the 
newly industrializing economies to 
service old debt. The ratio was 
over one half for South-East Asian 
countries and over two fifths for 
South Asian and Pacific countries. 
With greater access to ODA, South 
Asian economies have experienced 
the mildest decline (see Figure 
II.13) in net transfers. 


3. Debt-servicing capacity 


A recent study contains an 
in-depth evaluation of the implica- 
tions of the changing composition 


Figure I1.13. Selected groups of developing ESCAP economies. Roll-over 


ratios, 1971-1981 


Newly industrializing 
economies 


South-East Asia 


[ ]1971 
[ ] 1976 
1981 


South Asia 
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and terms of external credit on the 
debt-servicing capacity of Asian 
developing countries.27* It used 
eight debt indicators (ratios), 
namely, debt-service payments to 
exports (usually referred to as 
debt-service ratio), debt-service 
payments to GNP, interest pay- 
ments on external debt to exports, 
interest payments to GNP, debt 
outstanding to exports, debt 
outstanding to GNP, international 
reserves to debt outstanding, and 
international reserves to imports. 
In addition, this study applied 
the critical interest rate criterion.” * 

It was concluded in this study 
that, though the external debt of 


Asian developing countries had - 


24 Jungsoo Lee, ‘“‘The external debt- 
servicing capacity of Asian developing 
countries”, Asian Development Review 
(Manila), vol.1, No.2 (1983), pp. 71-81. 


25 For a discussion of the concept of 
critical interest rate, see J.P. Hayes, 
“Long-run growth and debt-servicing 
problems”, in D. Avramovic, et al, 
Economic Growth and External Debt 
(Baltimore, The Johns Hopkins Press, 
1960), p. 171; and Jungsoo Lee, “Long- 
tun debt-servicing capacity of Asian 
developing countries: an application of 
critical interest rate approach”, Asian 
Development Bank Economic Staff 
Paper 16 (Manila, June 1983). 


grown at a slower rate than that of 
all developing countries, their debt 
situations had generally deterio- 
rated during the second half of the 
1970s. The eight indicators showed 
that the debt-servicing capacity of 
newly industrializing economies as 
well as those of South-East Asian 
countries had deteriorated, whereas 
that of South Asian countries had 
somewhat improved. Applying the 
critical interest rate criterion, it 
noted that the  debt-servicing 
capacity of South Asian countries 
had also declined. 

However, unlike many coun- 
tries of other regions, developing 
ESCAP countries do not face a 
crisis situation in respect of debt- 
servicing capacity. The concern 
for now is the declining tendency. 
The prevention of further deterio- 
ration is the essence of the problem 
confronting the region. 


4. Disbursement and 
administration 
procedures 


Of particular concern to the 
low-income countries of the region 
heavily dependent on official flows 
is that disbursement and adminis- 
trative procedures require a great 
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deal of improvement to enable 
effective utilization. The donor 
countries and institutions have, 
in recent years, demonstrated a 
great deal of concern over these 
matters. Nevertheless, there re- 
mains large scope for further 
improvement. 

In spite of the expressed com- 
mitment of the _ international 
community to the principle that 
“official development assistance 
should, as a general rule, be 


Box IJ.12. The critical interest rate, a measure 


untied”,?® the practice of tying 
continues on a fairly wide scale. 
Data on the proportion of ODA 
received in tied form by individual 
ESCAP countries is not readily 
available. However, Table II.29, 
which shows the proportion of 
gross ODA disbursement in tied 
and untied form by DAC coun- 
tries, is generally indicative of the 


26 General Assembly 
35/56, annex, para. 103 (b). 


resolution 


debt-servicing capacity 


As external debts of developing 
countries grow and their annual cost 
of servicing increases because of rising 
tates of interest, shortening maturities 
and the accumulation of debt itself, 
there has been much analytical work 
on assessing the capacity of borrowing 
countries to service their debts. The 
concept of a critical interest rate (CIR) 
is one outcome of these analyses and 
can be useful as a criterion to evaluate 
the long-run external debt-servicing 
capacity of a country. The critical 
interest rate is that which will make 
the rate of growth of the external debt 
equal to the rate of growth of the gross 
domestic product (GDP). It is also the 
maximum rate of interest payable on 
external debt without increasing the 
tatio of external debt outstanding to 
GDP. 

Algebraically, the determinants? 
of CIR can be writen as 

r(s ma S,) 

Cl 
Kir-S 3 
where 


tr = Rate of growth of GDP 


4 Based on Jungsoo Lee, “Long- 
tun debt-servicing capacity of Asian 
developing countries: an application 
of critical interest rate approach”, 
Asian Development Bank Economic 
Staff Paper 16 (Manila, May 1983). 


£ That this formulation is equiva- 
lent to equating the growth of external 
debt with that of GDP can be seen in 
D. Avramovic and associates, Eco- 
nomic Growth and External Debt 
(Baltimore, The Johns Hopkins Press, 
1964), pp. 189-192. 
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1 Marginal domestic sav- 
ings rate 

Initial average domestic 
savings rate when there 
was no external debt 
outstanding 
Incremental capital 
output ratio. 

The validity of the formula rests 
on the fundamental premise that all 
debt service payments must come out 
of GDP, except where net factor re- 
ceipts from abroad are substantial. It 
is therefore pgssible to establish a 
critical relationship between the rate 
of growth of debt service payments 
(amortization + interest) and the rate 
of growth (tr) of GDP. If the rate of 
interest on the outstanding external 
debt is such that interest obligations 
themselves cannot be met out of the 
annual growth in GDP, an increasingly 
larger proportion of GDP will be paid 
out as interest to foreign lenders. 
There is some critical rate of interest 
that equates payments out of GDP 
as interest on the external debt to the 
growth of GDP. A higher CIR permits 
a country to borrow more at a given 
rate of interest or borrow a given 
amount at higher interest. 

The factors that determine the 
CIR are shown in the above equation. 
The higher the rate of growth (1) of 
GDP, the higher CIR can be. The 
higher the marginal domestic savings 
(S}) compared to the initial average 
domestic savings rate (S_), again the 
higher CIR can be. This is because the 
higher the marginal domestic savings 
rate (Sj), the higher would be total 
domestic savings and the lower would 
be borrowing from abroad and there- 


extent of tying. The proportion. 
of bilateral loans affected by 
In several 


tying is even greater. 


DAC countries, the proportion of 
bilateral loans granted in tied form 


exceeds 60 per cent. 


f 


The demand for recurrent cost 
financing has increased recently, 
especially from the least developed 


countries. 


allocation of aid resources 


In these countries, the 
to! 


maintain and rehabilitate existing: 
capital stock is likely to have high | 


of 


fore the rate of accumulation of | 


foreign debt. The lower the capital: 
output raio, the higher would be the 
tate of growth of GDP and therefore 
the higher CIR can be. Looking at the 
obverse, the higher the capital:ovtput 
tatio, the higher the volume of invest- 
ment required to obtain a given rate of 


| 
$| 


a 


i 


growth of GDP (rt) and the lower | 


would CIR be. In these ways, the 
CIR approach helps to build a bridge 
between external debt-servicing and 
the major aspects of domestic eco- 
nomic management. 

However, it is well to note the 
limitations of the approach. The CIR 
approach does not explicity consider 
the role of growth of exports. The 
implicit assumption is that export per- 
formance would be at least partially 
reflected in increased domestic savings 
and productivity. It also assumes away 
the transfer problem. The growth in 
the domestic product may consist of 
non-tradeables such as roads, bridges, 
low-cost housing and education, which 
cannot be converted into foreign 
currency to pay interest on foreign 
debt, although the rate of growth of 
the output itself may be very high. A 
transfer problem also may arise be- 
cause output that was hitherto inter- 
nationally tradeable may cease to be so 
because of import restrictions into 
other countries resulting from pro- 
tectionist measures. 

With due consideration for such 
limitations, the critical interest rate 
approach is an extremely useful one 
because of the linkage it establishes 
between debt-servicing capacity and 
some basic macro-economic variables 
in the domestic economy, 


eae 


economic returns in view of their 
inability to raise adequate domestic 
resources. In December 1982, the 
DAC approved of a set of “Guide- 
lines on aid for maintenance and 
strengthening existing services and 
facilities” in recognition of the 
need for this type of assistance. 
The principles incorporated in the 
guidelines, if implemented with 
greater vigour, would be of substan- 
tial benefit to recipient countries. 

Another issue in the adminis- 
tration of official flows that needs 
the close attention of both donors 
and recipients relates to devising 
effective means of reducing the gap 
between commitment and disburse- 
ment. Some improvement in this 
regard has been recorded by the 
World Bank and the Asian Develop- 
ment Bank in recent years.?7 
Nevertheless, disbursement proce- 
dures of aggregate official flows 
still require considerable improve- 
ment. For instance, in the South 
Asian economies, disbursement of 
public/publicly guaranteed official 
flows amounted to a mere 54 per 
cent of commitments in 1981, 
declining from 96 per cent in 
1976. This situation calls for 
urgent corrective measures. 


E. OUTLOOK FOR THE 
FUTURE 


It has been noted before that 
in recent years developing ESCAP 
countries have experienced either a 
decline or deceleration in various 
types of external resource flows. 
External resource inflow is 
determined by a complex set of 
economic and political factors 
Operating within and outside the 
developing countries. It is, there- 
fore, difficult to predict with any 
degree of firmness the outlook for 
the future. Its broad outlines 
nevertheless can be foreseen. 

The marked recovery in the 
economies of the United States of 
America and Canada and to a less 


a Economic and Social Survey of 
Asia and the Pacific 1983, p. 160. 


Table 11.29. DAC countries. Share of gross ODA disbursements® jn tied 


and untied forms, 1982 


(Percentages) 

Untied Partially tied Tied 
Australia Thled — 28.3 
Austria ey) _ 716.7 
Belgium 37.1 = 45.8 
Canada 35:2 = 64.8 
Denmark 72.6 = 20.1 
Finland 88.2 = 11.8 
France 39.0 Ted 45.4 
Germany, Federal Republic of 66.9 ~ 21.8 
Italy 61.3 0.5 7a 
Japan 63.9 15.4 20.7 
Netherlands 59.9 19.8 12.9 
New Zealand 53.1 - 46.9 
Norway 79.1 = 20.9 
Sweden 86.7 = 11353 
United Kingdom 40.3 0.9 42.1 
United States 59.0 9.5 SHES) 


Source: 


Table D.3. 


# Excluding administrative costs. 


extent in other parts of the indus- 
trialized world should provide some 
scope for optimism, especially with 
regard to official flows. However, 
the facts do not seem to provide a 
strong basis for such optimism. 
The recovery in the industrial 
world remains unevenly distributed. 
Moreover, ‘“‘the longer-run_ pro- 
spects for economic growth remain 
clouded by the persistence of 


inflexibilities in cost-price relation- © 


ships and by other structural 
problems’.?® = In consequence, 
significant growth in official flows 
cannot be expected. According to 
one study, official development 
assistance for non-oil developing 
countries during 1985-1990 is 
expected to continue at the same 
real level projected for 1984, 
which in turn is virtually the same 


28 IMF, World Economic Outlook, 
Occasional paper 27 (Washington, D.C., 
April 1984), p. 12. 


OECD, Development Co-operation, 1983 Review (Paris, 1983), p. 197, 


as in 1983.7° The general pic- 
ture emerging from a country- 
by-country qualitative analysis of 
DAC countries is that no significant 
acceleration of ODA flows can be 
expected in the near future.?° 
Quantitatively, the banking 
sector plays a major role in private 
flows to developing countries. The 
difficulties confronted by major 
lending banks arising from their 
lending operations in developing 
countries, especially in Latin 
America, are very well known. 
The result has been a change in 
banking strategy to greater em- 
phasis on capital adequacy as 
opposed to asset growth. Another 
consequence has been a changed 
perception with regard to interna- 
tional lending, notwithstanding the 
fact that the loan loss record in 


29 IMF, World Economic Outlook, 
p. 21 and Appendix Table 31. 


30 OECD, Development Co- 
operation, 1983 Review, pp. 75-84. 
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international lending is certainly no 
worse, probably better, than 
domestic loans.24 In view of 
these changed perceptions, one can 
hardly expect any increase in the 
exposure of banks to developing 
countries. Until 1990, the 
exposure of international com- 
mercial banks to developing 


31 Dietmar K.R. Klein, “Interna- 
tional banking in the 1980s”, UMBC 
Economic Review (Kuala Lumpur), 
vol. XIX, No. 1 (1983), p. 51. 


The concept of financial co- 
operation among developing countries 
(FCDC) derives its logic from the 
principle of collective self-reliance. It 
can provide practical meaning to 
economic co-operation among 
developing countries (ECDC), which 
has been accepted by the international 
community as a “vital component of 
an effective restructuring of interna- 
tional economic relations”.* 

FCDC can assume many different 
forms. The official programmes of 
development assistance mounted by 
some developing countries, channelled 
bilaterally’ or through multilateral 
agencies, constitute an important 
mechanism. Payments arrangements 
containing varying magnitudes of 
credit lines and mechanisms providing 
trade credit to stimulate trade among 
developing countries have been im- 
plemented in several cases. Other 
financial links between developing 
countries, such as equity participation 
in commercial banks or other financial 
institutions, can be regarded as a form 
of FCDC. The proposal to set up a 
bank for developing countries, South 
Bank, initiated by the Group of 77, is 
also a step in this direction. 

Perhaps the greatest boost to 
FCDC in recent times has come out of 
the current account surpluses acquired 
by developing countries belonging to 
the Organisation of the Petroleum 
Exporting Countries (OPEC). Since 
1974, OPEC has emerged as an im- 
portant source of aid to other 
developing countries, though following 
recent developments in the world 
oil market, its share in the global 
aid disbursements has declined in the 


General Assembly 
35/56, annex para. 40. 


resolution 
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countries is expected to remain 
unchanged in real terms at the level 
projected for 1984.3? This level is 
significantly lower than in 1982 
when international bank lending to 
non-oil developing countries was 
one half of the 1981 level.?? 


32 
p. 68. 


33 IMF, International Capital Mar- 
kets, Development and _ Prospects, 
Occasional paper 23 (Washington, D.C., 
1983), p. 2, Table 1. 


IMF, World Economic Outlook, 


Box II.13. Financial co-operation among developing countries 


early 1980s, its contribution in terms 
of GNP remains very high. The OPEC 
contribution to official development 
assistance (ODA) amounted to 1.22 
per cent of its members’ GNP in 
1982, while that of DAC and the 
Council for Mutual Economic 
Assistance countries was 0.38 and 0.14 
per cent respectively. 

Within the Asian and Pacific 
region, China and India have sizeable 
aid programmes.° China’s commit- 
ments have been increasing since 1977 
and approached $200 million in 1981. 


The beneficiaries of Chinese aid 
programmes include Bangladesh, 
Burma and Pakistan. Though the 


annual flow of Indian aid disbursement 
declined significantly in 1980/81 
relative to the previous two fiscal 
years, its cumulative aid authorization 
amounted to over $1.2 billion by 
1981. 

The Asian Clearing Union (ACU) 
is a notable example of FCDC within 
the region. It has recently expanded 
the scope of its operations by removing 
the debit and credit limits that were 
in force until 1981. ACU members 
may now incur unlimited mutual 
trade imbalances without transfers in 
convertible currencies during a two- 
month settlement period. Besides, 
transactions related to petroleum 
products, which were excluded from 
the calculation of trade balances, have 
now been included. 

Though limited at present in its 


b OECD, Development Co- 
operation, 1983 Review (Paris, 1983), 
p. 185, Table B.1. 


© Trade and Development Report, 


1983 (United Nations publication, 
Sales No. E.83.I1.D.13), pp. 75-76. 


Some acceleration is expectec 


in the flow of FDI, but, as ha 


been pointed out before, 


thi) 


flow has been historically con) 
centrated in a few countries 0% 


the region. 


For many countries 


even a significant acceleration ir| 
FDI would make only a smal 


difference in total flows. 
These developments 


| 


at the 


global level do not augur well for’ 
external resource flows into the! 
Asian and Pacific region. It may be! 


scope of operations, the Association 
of South-East Asian Nations’ (ASEAN) 
Swap Arrangement is another illustra- 
tion of FCDC within the region. This 
may be the precursor of broader 
monetary co-operation among ASEAN 
countries. 

It is apprehended that the turn- 
about in the current account surplus 
of members of OPEC may be a severe 
jolt to FCDC. However, the disposi- 
tion of their accumulated asset 
portfolio indicates that 78 per cent of 
the portfolio, amounting to $278 
billion, was with developed countries 
and Eurocurrency markets at the 
end of 1983. 
countries with the 
were over $160 billion. 
cluding Hong Kong and Singapore, 


which serve as important offshore | 


centres for the Eurocurrency market, 
the gross deposits of developing 


countries of the ESCAP region amount | 


to about $50 billion. There exists, 
therefore, considerable scope for the 
redeployment of financial resources 
so as to provide a solid foundation for 
FCDC. To what extent these poten- 
tials can be realized will depend on 
the political will of developing coun- 
tries to promote FCDC, their capacity 
to | formulate viable projects with 
promising returns, and their innova- 
tiveness in developing financial instru- 
ments with yield-security-marketability 
features attractive to potential 
investors. 


Richman Sobhan, “Financial co- 
operation among developing countries 
with special reference to the use of 
OPEC reserves” (mimeo.) (August 
1984), p. 15. 


Moreover, inter-bank | 
gross deposits of developing ESCAP | 
international 
banking system at the end of 1983 i 
Even ex- ii) 


hb 
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argued that a greater portion of 
private credit may flow into the 
region than in the past in view of 
higher growth rates, better debt- 
service capacity in spite of the 
recent deterioration, and the fact 
that there have been very few cases 
of debt rescheduling. These 
considerations have to be balanced 
against the possibility that the 
attention of the international com- 
munity is likely to remain focused 
on other regions. In all probability, 
more and more ODA will be directed 
towards Africa to relieve distress 
in some countries of that region. 
A large part of private flows will 
probably remain concentrated in 
Latin America to avoid default by 
large debt-ridden countries. On 
balance, therefore, it would be 
unrealistic to expect any marked 
acceleration in external resource 
inflows into this region under the 
prevailing international monetary 
and financial conditions. 


F. POLICY IMPLICATIONS 


One implication of this analysis 
is that developing countries in the 
ESCAP region will have to increase 
their domestic resource mobiliza- 
tion efforts. Another is that the 
existing international monetary and 
financial system needs to be 
reformed or new _ institutions 
created so as to facilitate greater 
inflow of external resources on 
better terms to developing coun- 
tries. There have been many 
proposals to improve the prospects 
of net external resource inflow to 
developing countries. Some of 
these are mentioned below. 

One set of proposals involves 
the creation of new international 
institutions, such as the establish- 


ment of a World Development 
Fund as advocated by the Brandt 
Commission?* or setting up an 
international agency®> which 
would insure private sector loans 
so that private capital flows may 
increase without higher interest 
costs. 

Secondly, there are proposals 
concerned with reforms in the 
existing institutions. A change in 
the gearing ratio of the World 
Bank or linking the creation of 
special drawing rights of the Inter- 
national Monetary Fund to the 
needs of development finance, for 
instance, belong to this category. 

Thirdly, it has been proposed 
that debt repayment practices can 
be changed in such a manner that, 
in effect, net resource transfers 
increase without increasing gross 
transfer. For example, “Instead 
of borrowing countries repaying 
interest and amortization to the 
lender in foreign currency, repay- 
ment would be made to regional 
development banks in local cur- 
rency, which would then on-lend to 
other countries for the purchase of 
exports from the original debtor 
country. The proposal amounts to 
postponement of the retirement of 
debt to some indefinite date. It 
would be one means for the 
developed countries to increase the 
transfer of real resources without 
raising the level of gross assistance, 
while promofing trade at the same 


34 The Brandt Commission, Com- 


mon Crisis, North-South: Co-operation 
for World Recovery (London, Pan 
Books, 1983), p. 96. 


35 Vijay Joshi, “Development 
finance in the 1980s”, in Salah Al 
Shaikhly, ed., Development Financing 
(Boulder, Westview Press, 1982), pp. 
157-158. 


time”. ° 
Fourthly, there are proposals 
directed towards improving the 
terms of trade and, in particular, 
towards the stabilization of prices 
of primary commodities, which 
many developing countries in the 
ESCAP region also export. This 
could increase resource transfer 
without imposing a burden on the 
treasuries of developed countries. 
Fifthly, strengthening financial 
co-operation among developing 
countries in all its dimensions has 
also been advocated as an addi- 
tional means of increasing resource 
transfer to developing countries 
whose needs are more urgent 
(see Box II.13). The scope for such 
co-operation has been somewhat 
reduced as many members of the 
Organisation of the Petroleum 
Exporting Countries have started to 
suffer from current account deficits 
in recent years. Nevertheless, many 
developing countries maintain 
substantial gross deposits with the 
banking systems of developed coun- 
tries, where they also hold other 
assets. There remains significant 
scope for channelling these 
resources into developing countries. 
Clearly, actions of this type 
are beyond the scope of any 
single developing country in the 
ESCAP region. A collective 
appreciation of the issues involved, 
consensus on proposed action based 
on a thorough examination of pros 
and cons, and a strong political will 
to follow up on the agreed 
measures are essential steps towards 
solving the problems. 


36 A.P.  Thirwall, “International 
borrowing by developing countries” 
(mimeo.) (September 1984), pp. 31-32. 
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